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VALUATION OF THE FIRST YEAR'S PREMIUM. 


A Criticism of the Position Taken by this Magazine. 


By S. 


Iam quite sure that you will hold 
with me that a journal which pur- 
ports to be of a scientific nature 
must be willing to have its state- 
ments construed by the standards 
of fact rather than by the standards 
of personal opinion ; in other words, 
in a scientific journal we are justi- 
fied in considering its contents as 
cold, hard facts, untinged by any 
elements of personal antagonism. 
Assuming that you will agree with 
me in the foregoing premises, I 
wish to take issue with you in re- 
gard to the article on the valuation 
of one year term policies as treated 
in the April number of INSURANCE 
Economics. I wish to announce, 
however, that I shall expect the 
following remarks to be judged by 
the standard which I have indicated 
above, and if, therefore, you or your 
correspondents should disprove the 
accuracy of my statements nobody 
will be quicker than the writer to 
acknowledge the error. 

In the first place, permit me to 
correct an erroneous impression 
which exists in the minds of many 


H. WOLFE. 


and which makes its appearance 
very early in your article. The 
laws of a state do not prescribe the 
values of any insurance contracts. 
They merely prescribe the standards 
which shall be used in valuation. 
In other words, you will find no 
statute stating that the reserve on a 
whole life policy shall be so many 
dollars, or that the reserve on a 
twenty year endowment policy shall 
be so many dollars, but you will 
find a provision stating that the 
policy contracts shall be valued ac- 
cording to a certain experience table 
of mortality with a certain rate of 
interest perannum. Inother words, 
the valuation of the policies of any 
company may be roughly divided 
into two elements, one, the policy 
contracts furnished by the company, 


-and the other the standards of val- 


uation as provided by the state. 
Bearing this proposition in mind, 
it seems extremely difficult to under- 
stand how a supervising officer can 
value a policy contract in any other 
way than is justified by its own 
terms. Your statement, therefore, 
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that ‘‘ if an insurance company were 
to stipulate in its policies that re- 
serves be maintained upon an inter- 
est assumption of six per cent. it is 
clear that no departments would 
accept such a valuation but would 
insist upon a four per. cent. valua- 
tion where this rate of interest was 
established by law,’’ has no bearing 
upon the point in question, for the 
companies using this one-year term 
feature are not attempting to change 
the standards provided by the state, 


but are merely asking that their- 


policy contracts be construed ac- 
cording to the official standard. 


It would, perhaps, be an aid to the 
proper understanding of this ques- 
tion if I were at this point to call at- 
tention to the difference in form of 
these one year term contracts. Some 
companies have issued them with 
nothing to their difference 
from a whole life or twenty payment 
contract other than a provision to 
the effect that for the purposes of 
valuation the policy shall be con- 
strued as a one year term and whole 
life, ora one year term and nineteen 
payment, as the case may be. 
Other companies have issued con- 
tracts which do not provide for any 
special form of valuation, but by 
their terms clearly and unequivo- 
cally state that the policy is a one 
year term with the right of renewal 
for whole life, or is a one year term 
with the right of renewal on the 


show 


nineteen payment life plan. The 
difference is manifest. The first 
attempts to make the valuation 


of the policy, which is clearly a 
function of the state, a question of 
agreement between the company 
and the insured, while the second 
so draws its contract that it estab- 
lishes the form of insurance which 


is to be valued by the state. Upon 
the first case I am disposed to agree 
with you that no understanding 
between the insured and the com- 
pany can be made as to the valua- 
tion of the policy, but the second 
differs from the first as much as day 
differs from night. 

Some time ago there was a move- 
ment on foot advocating the valua- 
tion of all policies, irrespective of 
the form of contracts, as one year 
term insurance during the first year. 
This movement had its origin ina 
recognition of the fact that com- 
panies were using more than the 
expense loading of the premiums 
for the purpose of placing new busi- 
ness upon the books. In other 
words, the burden of securing new 
applications was borne upon the 
shoulders of the old members and 
the accumulations under their poli- 
cies were invaded for the purpose. 
This condition of affairs, I believe, 
will be admitted by all, and it is not 
the purpose of this letter to discuss 
the ethics of that condition or its 
remedy ; suffice it to say that the 
originators of the movement just 
referred to were actuated by a desire 
to honestly face existing conditions. 
Bearing this in mind the question 
naturally arises: Is not a company 
dealing more honestly and more 
fairly by its policy-holders when it 
issues a policy providing lower re- 
serve values and higher expense 
values for the first year, but amply 
safeguarding the interests of these policy- 
holders by providing for the accumulation 
of a higher reserve thereafter? 


If the italicized portion of the fore- 
going statement should need a de- 
fence I am prepared to give it, but 
I think that this will not be a dis- 
puted point. 








Valuation of the First Year's Premium. 3 


Your article states (referring to a 
certain insurance department) that 
‘*the department believes this to be 
opposed to sound principles of life 
insurance, in which position it is 
supported by the best actuarial 
talent in the country.’’ 

Here are made two broad state- 
ments, and I think that the readers 
of INSURANCE ECONOMICS are en- 
titled to have specific statements 
made in reference thereto. What 
sound principles, may I ask, does a 
one year term and whole life insur- 
ance policy violate, providing that 
the contract be clearly worded and 
that no surrender values be given in 
excess of the reserve values? Will 
the company be any less able to 
meet its death claims as they accrue, 
and will it be in any worse position 
to carry out its guarantees in the 
shape of surrender values? Now 
as to the advocates of the depart- 
ment’s attitude, who comprise 
the ‘‘ best actuarial talent in the 
country,’ it certainly cannot be 
Mr. McClintock or Mr. Fackler or 
Mr. Macaulay or the late Sheppard 
Homans and William D. Whiting, 
for all of these gentlemen have 
placed themselves upon record in 
opposition to the department’s view. 
To the best of my knowledge and 
belief, there has never appeared an 
article under the name of any of the 
leading actuaries of this country or 
of any other which takes any other 
view than an advocacy of the pre- 
liminary one year term method. 
Under these circumstances, I think 
I am justified in asking you to pub- 
lish the opinions with names of the 
actuarial talent referred to in the 
article. 

Your question ‘‘ Would not a 
Court called upon to pass upon the 


equities rule that two policies issued 
at the same age for a similar pre- 
mium level throughout the terms 
of the contract were identical and 
carried the same legal reserve irre- 
spective of stipulations to the con- 
trary ?’’ does not, in my opinion, 
fairly state the subject in dispute for 
the reason that the two contracts are 
not identical. Their differences I 
have endeavored to point out in a 
previous paragraph, and I wish but 
to add one reference to 
departmental valuations. You cer- 
tainly must recognize that the val- 
uations made by the States of the 
Union contemplate net premiums 
only, and except in certain peculiar 
forms of policy, where the pre- 
miums increase or decrease, the de- 
partment is not concerned as to the 
gross premium charged by the com- 
pany. In other words, a company 
could issue two policies, one a 
whole life and the other a ten year 
term with identically the same pre- 
miums, and no insurance depart- 
ment would be justified in placing 
the same reserve values on both for 
the reason that the policy contract 
must be construed according to its terms. 
The best evidence that this is true 
may be adduced from the fact that 
the Insurance Department of the 
State of New York (and the magni- 
tude of its operations most certainly 
entitle it to respectful consideration) 
does not inquire as to the premium 
charged by a company when it 


word in 


‘wishes to value that company’s 


policy obligations. All that it asks 
is that the date of issue, age at is- 
sue, amount of insurance and form 
of contract be given, and no depart- 
ment can question or dictate rates 
provided they be adequate. 

Nor does your statement that ‘‘a 
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contract which, by its terms, gives 
the insured a very much less reserve 
in case of surrender than a regular 
contract at the same rate of pre- 
mium cannot be sold in competition 
where the facts are fully understood, 
as they are certain to be in course 
of time,’’ hold good for the reason 
that competition has dictated that 


companies shall embody in their 
COMMENT BY 
Mr. Wolfe’s defence of the first 


year term valuation is confined 
almost wholly to the technical as- 
pects of the case. He insists that 
the terms of the contract is the con- 
trolling factor. This is a legal ques- 
tion which the courts alone can 
decide. The state insurance de- 
partments are established for the 
protection of the public and their 
function is to enforce the law ac- 
cording to its intent. It is quite 
doubtful if the courts, in this state 
at least, would sustain a contract 
designed to evade the requirements 
of a legal reserve. 

Notwithstanding Mr. Wolfe’s 
claims to scientific consideration, 
he not touch the scientific 
side of the question. Under exist- 
ing state standards of valuation, a 
whole life policy must be valued 
as such despite variations in the 
phraseology of the contract. From 
a scientific point of view the intent 
of the contract, not its verbiage, is 
the controlling factor. Science 
looks at things exactly as they are, 
not as they may appear. 


does 


Mr. Wolfe concedes the past fail- 
ures to devise a plan which will 
effectively break down the fe- 
quirements of a legal reserve, but 
holds that a contract has finally 
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policy contracts a table showing the 
surrender values year by year. 
With this in his possession, what 
possible standing could a man have 
who claimed that he thought he 
ought to get more? With guaran- 
teed values inserted in the policy, 
there can be no possible misunder- 
standing or misrepresentation from 
this source. 


THE EDITOR. 


been formulated which will success- 
fully accomplish this result. We 
consider this anything but a proud 
boast, the expression of which but 
emphasizes the fact that the advo- 
cates of the first year term reserve 
have sought to override scientific 
and economic principles by a resort 
to technical expedients. 

Mr. Wolfe is mistaken in saying 
that state laws establishing a stand- 
ard of net valuation do not prescribe 
the ‘“‘ values of insurance contracts.”’ 
Under these laws the precise sums 
to be set aside for mortality pur- 
poses during each year of the policy 
are as fixed and invariable as the 
standard of value of a gold dollar. 
The net premium on an ordinary 
life policy at age 30 during the first 
year is always $16.97, and never 
anything else under the existing 
Massachusetts’ standard. Any at- 
tempt to invade this mortality fund 
for the purpose of paying expenses 
is as contrary to soufid principles of 
life insurance as an attempt to de- 
preciate the value of a gold dollar 
is contrary to sound principles of 
finance. 


We are asked if a company issu- 
ing a contract providing for lower 
reserve and higher expense values 
during the first year is not dealing 























honestly and fairly by its policy- 
holders, provided their interests are 
‘‘amply safeguarded by the accu- 
mulation of higher reserves there- 
after.’” We answer, ‘‘ No.’’ The 
invasion of the mortality fund for 
the purpose of supplying defi- 
ciencies in the expense account 
cannot be justified under any cir- 
cumstances. It would be perfectly 
proper to provide higher expense 
loadings, but not by depleting the 
reserve whose functions are entirely 
‘distinct from those of the loading 
for expenses. The fact that the 
company may promise to replace 
the depleted funds at a subsequent 
time does not make the proposition 
any the less a vicious one. A com- 
pany might use the first ten years’ 
reserve for expenses and promise 
the policy-holder to replace it, but 
such a promise would be almost 
worthless. The fact that a com- 
pany feels called upon to use the 
first year’s reserve and substitute 
therefor a promise to replace it in 
the future gives rise to a suspicion 
that it is taking the first step toward 
bankruptcy. 

Mr. Wolfe asks in what respect 
the term reserve is opposed to sound 
principles of life insurance. In re- 
ply thereto we quote the subjoined 
extract from an editorial article 
published in the June (1899) num- 
ber of this magazine : 


‘‘The gross premium charged by life in- 
surance companies is divided into two 
parts, the net premium which provides for 
the insurance and the loading which pro- 
vides for the expense. The net premium is 
again divided into two parts, the sum 
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necessary for current mortality and the 
reserve which is set aside as a sinking fund 
to provide for the excessive mortality of 
later years. The whole net premium isa 
mortality fund, part of it paid out at once in 
death claims, part of it held to satisfy the 
death claims of the future. The net pre- 
mium is distributed, or leveled, by mathe- 
matical calculation, equally throughout 
each year the policy has to run. 

Upon what ground can we reasonably 
ask for a change in the net premium? 
Manifestly upon an increase or decrease in 
current mortality or in interest earnings 
upon the reserve or sinking fund. The 
net premium is computed in accordance 
with these two elements. Any economic 
variation in the net premium must, there- 
fore, be guided entirely by changes in these 
elements. Furthermore, any such varia- 
tion, if rightly adjusted, will effect equally 
every year covered by the term of the 
policy. It would not be possible to apply, 
scientifically, any variation in mortality or 
interest to any particular year, either the 
first, the fifth or the last. 

In the proposition which we have under 
consideration there is no argument ad- 
vanced in favor of a change in the method 
of computing the reserve on the ground 
that there has been a modification in mor- 
tality or interest, but merely that there has 
been an increase in the expense of placing 
new business. As we have seen, the gruss 
premium contains an especial fund for ex- 
penses called ‘loading.’ If expenses have 
increased, and the conditions of the market 
do not allow a decrease, sound principles 
would seem to dictate an increase in the 
loading. As any change of the net pre- 
mium would logically follow variations in 
interest and mortality, so in like manner 
variations in expense would, if adjusted on 
the basis of sound economics, be met by 
changes in the loading for expenses. The 
insurance and expense funds are distinct. 
To mix their functions and allow the losses 
of oe to be restored by impairing the in- 
tegrity of the other cannot be justified from 
any businesslike point of view.”’ 


ACTUARY McCLINTOCK’S POSITION, 


Mr. Wolfe asks for the names of 
those actuaries who are opposed to 
the first year term reserve. It is 





not necessary to give them because 
the defenders of this expedient have 
quoted all, — whether alive or dead, 
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residing at home or abroad, — whom 
they could possibly construe as giv- 
ing aid and comfort to the project. 
Mr. Wolfe names Messrs. McClin- 
tock, Macauley, Fackler, Homans 
and Whiting. Mr. Macauley is a 
Canadian and the 
question from an American stand- 
point. Mr. Homans is dead and 
cannot testify in his own behalf, but 
credible witnesses state that before 
his death he expressed the opinion 
that it would be impossible to value 
the first year’s insurance upon any 
basis other than the established 
state standards. Mr. Whiting was, 
and Mr. Fackler is, retained as con- 
sulting actuary by companies inter- 
ested in promoting the first year 
term reserve. Mr. McClintock’s 
position is defined in the appended 
correspondence : 


does not view 


Boston, Mass., April 24, 1goo. 


Mr. Emory McCLINnTocK, 
New York City. 


DEAR Sir, — Your name has of late been 
so frequently used by the advocates of a 
first year term reserve that I venture to 
submit to you the following questions, 
hoping that you will feel justified, under 
the circumstances, in replying thereto, 
either for publication or for my personal 
information, as you may desire : 

1. Do you favor the use of the reserve 
during the first year to pay expenses? 

2. Do you think that under the net val- 
uation established by the states the in- 
surance departments can recognize an 
ordinary life and endowment contract 
which provides for a term reserve only 
during the first year? 

As you are the only high actuarial 
authority in America, now living, who is 
quoted as favoring the first year term valu- 


ation, I ask for this statement of your views ~ 


as one who is interested solely in ascertain- 
ing the actual facts. 


Very truly yours, 


HENRY H. PUTNAM. 
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NEw York, April 27, 1900. 
Mr. HENRY H. PUTNAM, 
Boston, Mass, 

DEAR Sir, — Your favor of April 24 is. 
received. I infer from it that the last 
section of an address which I delivered in 
1898 before the National Insurance Con- 
vention has either been misquoted or 
quoted only in part. The section in ques- 
tion is headed ‘‘ Pressure of Existing Re- 
serve Laws.’’ I enclose a copy herewith. 

You will see that I favored ‘‘ Freedom 
and Publicity.’’ If a young company were 
free to compute its own reserve, making 
due publication of the details, it would not 
impair its security by beginning its re- 
serves on ordinary life policies the second 
year, or by holding reduced first year 
reserves on other forms of policy. 

As regards your second question, the 
principles of net valuation laid down in the 
text books are embodied in the laws of the 
states. However much I might sympa- 
thize with a young company seeking to 
evade these laws, I could, if I were a Com- 
missioner, interpret my duty in only one 
way. If insurance for life is secured by a 
contract, I should treat it as insurance for 
life, even though the contract should de- 
scribe it as composed of two successive in- 
surances, the first for the term of one year, 
and the second for the remainder of life. 
The reserve consists:of the net single pre- 
mium at the time of valuation, less the 
present value of the future net premiums. 
The net premiums are determined by 
reference to the gross premiums receivable 
fromm the beginning to the end of the con- 
tract. If these vary, in accordance with 
any obvious mathematical law, the net 
premiums must be taken to vary in accord- 
ance with the same law. If the gross pre- 
miums vary without visible law, the net 
premiums must be taken in proportion to 
the gross. 

Yours truly, 
Emory MCCLINTOCK. 


We republish below the extract 
from Mr. McClintock’s address to 
which he has reference : 

“The net reserve system has many ele- 
ments of advantage but there is one evil 
connected with it which it was heterodox 
to discuss thirty years ago, but which is 
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now widely understood and admitted. 
This evil consists in the requirement that 
a reserve must be laid aside out of the first 
year’s premium. I am speaking particu- 
larly of ordinary life policies, and what I 
have to say requires qualification if applied 
to any other form. It has long been recog- 
nized that the expense attending the pro- 
curement of business is so great as to 
permit no actual accumulation of reserve 
out of the first year’s premium. The risks 
have just passed the doctor, it is true, yet 
death losses will occur within the first 
year, and must be paid. Apart from the 
commissions to agents, there are other 
well-known expenses attending the prose- 
cution of néw business and these other ex- 
penses are in some companies greater in 
amount than the commissions paid for new 
business. While not always strictly true, 
it may be laid down as a general statement 
that the commissions and the other ex- 
penses taken together will use up pretty 
much all of the first premium. 

The highest living authority, Dr. Sprague 
of Edinburgh, called attention some time 
since to the fact well known in Great 
Britain, that the expenses of new business 
practically consume the first premium, and 
proposed that the reserve should begin to 
be accumulated out of the second premium, 
There is much to be said for this proposi- 
tion, particularly in the case of companies 
newly organized, which have no assistance 
from any of the sources of miscellaneous 
profit which an established company pos- 
sesses, such as annuities and non-par- 
ticipating insurances, and no penalties 
contributed by retiring policy-holders 
towards the expense of replacing the 
discontinued risks. 

While other causes were at work, the 
chief cause of the universal slaughter of 
small companies which took place about 
twenty-five years ago was the legal require- 
ment of a reserve in the first year of each 


policy. The energies which in this grow- 
ing country might have been turned 
toward the establishment of new and pros- 
perous life companies were directed by 
this reserve difficulty into another chan- 
nel, and a great cry arose for life insurance 
without reserves. Had Dr. Sprague’s pro-: 
posal been available under our laws, we 
should have heard comparatively little of 
assessment insurance with all its good and 
all its evil. 

What isthe remedy? The old life com- 
panies do not need one; and yet there 
should be no legal distinction between 
them and the newer organizations. As 
regards the latter class, at any rate, the 
remedy is plain. Make no attempt to en- 
force state valuations. Repeal all laws 
assuming to regulate contracts. On the 
other hand, require of every society abso- 
lute publicity concerning the essential 
elements of its accounts, including its 
reserve valuations. It is many years since 
I first had occasion to express my opinion 
on this subject. My advice then was given 
in two words, in which I sum up my ad- 
vice now: FREEDOM and PUBLICITY. 


Mr. McClintock’s proposition in 
regard to throwing off all state con- 
trol is a broad theoretical one which 
need not be discussed in this con- 
nection except to say, perhaps, that 
the position taken by the advocates 
of the first year term reserve will 
tend to strengthen those who favor 
an inflexible state standard of sol- 
vency, because that standard is 
apparently the only thing which 
today will prevent the successful 
consummation of a plan of reserva- 
tion which is in violation of sound 


principles of life insurance. 








RATES, EXPENSES AND COMMISSIONS IN FIRE INSURANCE. 





Some Features of the Present Problem Confronting the Companies and Their Agents. 


The all-absorbing problems in 
fire insurance relate today almost 
entirely to rates andexpenses. The 
business as a whole is now in an 
extremely unprofitable state, due 
to low rates and high expenses. At 
the annual meeting of the National 
Board of Fire Underwriters, Presi- 
dent Irvin averred that the remedy 
for existing conditions is either an 
increase of rates or a decrease of 
expenses or both. We wish to 
consider briefly some of the facts 
bearing upon this proposition. 


ARE RATES TOO LOW. 


An examination of fire insurance 
statistics for the past twenty-seven 
years (or since the Boston fire of 
1872) affords sufficient grounds for 
the assertion that there is a normal 
rate of burning, which is about 48 
cents for each $100 of insurance at 
risks. The fluctuations in this rate 
of burning from year to year are 
frequently startling, ranging from 
38 to 60 cents, a variation of 22 
points or about 35 per cent. But 
looking at the matter from the 
standpoint of averages for five year 
periods this marked variation dis- 
appears and a fairly constant rate is 
detected. Taking the average for 
the entire period, 48 cents, we find 
that the five year averages approxi- 
mate this rate of burning quite 
closely; that the extreme varia- 
tions range from about 43 cents to 
52 cents and that in most cases the 
fluctuations from the average of 48 
cents are very slight either way. 
We may, therefore, accept 48 cents 


as representing about the normal 
rate of burning. (See table on 
page 22.) 

With this normal rate of burning 
as a basis of fire cost, and accepting 
the present average expense ratio 
(40 per cent.), together with a five 
per cent. loading for interest or 
profit upon invested capital, the 
average rate throughout the country 
should be almost go cents. The 
actual rates received in 1899 were 
74.5 cents per $100. Based upon the 
normal rate of burning and current 
expense ratios, the average pre- 
mium charges in 1899 were too low 
by about 15 cents per$1oo. Itisan 
interesting fact that while for three 
years previous to 1899 the rate of 
burning was considerably below 48 
cents, this normal rate was resumed 
in 1899. The extreme losses of that 
year were not due to an excessive 
rate of burning but to the marked 
reduction in the average rate of 
premium. 

Even allowing for possible re- 
ductions in the expense account, 
the indications clearly are that pre- 
mium charges have been depressed 
by competition far below the line of 
safety, and that in response to eco- 
nomic law average rates will stead- 
ily advance until normal conditions 
have been resumed. Whether or 
not the actual rate of the future 
will be about go cents can hardly 
be predicted, because the factors 
which may iL*reafter influence the 
cost items in the premiums (losses, 
expenses and interest) cannot be 
accurately determined; but it can 


























be stated as a fact that in 1878 the 
average rate was 75.75 cents, which 
steadily advanced thereafter until 
in 1885 and 1886 it reached 90.16 
and go.42 cents respectively. 


THE EXPENSE QUESTION. 


The expense problem is one 
which will invite extended discus- 
sion and a wide difference of opin- 
ion. The average expense ratio 
has been steadily advancing and is 
today about 4o per cent. Can this 
ratio be reduced ? 

The past history of expenses is 
clearly shown in the subjoined tab- 
ulation, prepared for this magazine 
from the statistical publications of 
the National Board of Fire Under- 
writers. The returns comprise those 
made by companies reporting to the 
New York insurance department. 


Ratio of Ratio of Ratio of Ratio of 


otal Commissions Taxation. Management 

Expenses. Paid. Expenses. 

1888 ...- 35.73 18.47 2.28 14.98 
1889.-- 35.65 18.73 2.40 14.52 
1890. - - + 35.75 18.98 2.36 14.41 
1891 -- -- 36.60 19.76 2.35 14.49 
1892 ---- 35-93 19.09 2.20 14.64 
1893---- 34.84 18.59 2.31 13.94 
1894----35.10 17-91 2.27 14-92 
1895----35.61 18.61 2.36 14.64 
1896. --- 36.15 18.87 2-53 14-75 
1897 ---- 37-66 19.34 2.61 15.71 
1898. --- 39.82 20.04 3.05 16.73 
1899-- - - 39.91 19-75 3-34 16.82 


In twelve years the total expense 
ratio has advanced from 35.73 to 
39.91. Taking the three elements 
of the expense account, — commis- 
sions, taxes and management ex- 
penses, —a steady increase is shown 
in each case, except that a slight re- 
duction in commissions to agents 
appears to have occurred in 1899. 
This is largely due to the loss of 
contingent commissions and the ex- 
tension of salaried agents during 
that year. Salaried agency com- 
pensation is of course transferred 
from the commission account to 
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management expenses ; in fact, the 
seemingly marked increase in man- 
agement expenses since 1896 may 
be attributed in part to the intro- 
duction of the salaried agent. 

The essential fact, however, is. 
that there appears to have been of 
late years a practically continuous 
increase in all items of expense, 
agency compensation, expenses of 
management and state and munici- 
pal taxation. An interesting ques- 
tion therefore arises: Will the 
average expense ratio of the future 
be above or below forty per cent.? 
A prophet, desiring to be upon the 
safe side of probabilities, would 
very likely say that it would not be 
below forty per cent. for some time 
to come and might be above. He 
would base his prediction mainly 
upon the established fact that the 
cost of doing business in every de- 
partment of expense has increased. 
Agency compensation is higher, 
taxes have increased, and it costs 
more to conduct the business of the 
company in its office, field and 
association work. 

Is there any probability that these 
items of expense will be reduced ? 
The rate of taxation certainly is not 
likely to decrease; salaried em- 
ployees of companies are not likely 
to give their services for less money, 
on the contrary, the tendency is to 
pay more for the talent necessary to 
successfully conduct the business. 


The associated expenses of the 


companies are increasing also. 


COMMISSIONS TO AGENTS. 


So far as commissioned. agents 
are concerned, they will not accept 
a lower rate of compensation unless 
effective plans are adopted for in- 
creasing their gross income. The 
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desire of the agent today is to im- 
prove his income. This he must 
effect either by increasing his pre- 
mium revenues or by higher com- 
missions. The practical question 
is: Will reduced commissions limit 
competition sufficiently to compen- 
sate the agent for the loss of com- 
mission, and in addition afford him 
an opportunity to increase his 
income ? 

It is patent that the agent does 
not desire and will resist any change 
which does not actually better his 
condition, that is, increase his in- 
come. He will use all his influence 
as an individual, and all the power 
of the State and National Associa- 
tions to prevent the consummation 
of any plan which contemplates a 
reduction in his income. The ques- 
tion therefore is: Can the agents’ 
rate of commission be decreased and 
his gross income increased simulta- 
neously? Until that question is 
answered satisfactorily a decrease 
in the commission account of the 
companies is hardly probable. 


In this connection, the letters 
from agents published elsewhere in 
this magazine, in response to ques- 
tions propounded by the publisher, 
afford extremely interesting read- 
ing. ‘These letters are from officials 
of the State and National Associa- 
tions, located in different sections 
of the country. The purpose has 
been to obtain, in this way, an in- 
dex to public opinion as it exists 
among the local agents upon com- 
missions, particularly as to the 
form, the advisability of a uniform 
rate, and whether there should be 
an increase or a decrease. 

Perhaps the most striking feature 
of these letters is the preponderance 
of opinion in favor of a uniform 


commission on the part of all com- 
panies. Out of twenty-one pub- 
lished eighteen flatly declare for 
the uniform commission and but 
three for a differential. Another 
noticeable feature is that but four 
declare in favor of increased com- 
missions; seven favor a decrease, 
while the balance do not desire any 
change in existing rates. 

Upon the form of compensation, 
there is, however, considerable vari- 
ation of opinion; six are in favor 
of flat commissions, six of graded 
and nine of contingent. Of the 
latter four prefer graded and con- 
tingent, while five desire flat and 
contingent. There is certainly evi- 
dence herein that the popularity of 
the flat commission with agents is 
passing. 

These letters tend to show that 
public opinion among agents is 
opposed to a reduction in commis- 
sions. Those who favor a decrease 
do so apparently upon theoretical 
grounds, insisting therewith upon 
an absolutely uniform commission, 
with exceptionally heavy penalties 
for deviations. On the other hand, 
but few express a desire for an in- 
crease in present rates. An inter- 
esting suggestion finds expression 
in several of the letters published, 
to the effect that-the present high 
average of commissions is due en- 
tirelytothe multiplication of agents. 
This may be true, for it is note- 
worthy that the increase in average 
commissions is coincident with the 
development of the multiple agency 
system. It is quite possible that a 
limitation of agencies will effect the 
reduction in expenses which the 
companies seek without reducing 
the rate of commissions, and, at the 
same time, afford agents the desired 
opportunity for increasing gross in- 
come by the placement of business 
at present diverted to other chan- 
nels. 


























REVIEW OF THE MONTH 


LIFE INSURANCE. 


The problem of rebating has again been 
‘brought to the front by the attempt to 
The New Aati- *°"r signatures to the 


ti-rebate compact. 
Reba ES ee: ; 
ebate Co - At a meeting of the 


signers of the original document, held in 
December, it was voted to appoint a com- 
mittee to formulate a new agreement and 
procure signatures thereto. It was pro- 
vided that when fifteen signatures had 
been secured a meeting should be called 
to abrogate the old compact and substitute 
the new. It was not until the latter part 
of April, however, that the committee 
appointed for the purpose, presented a new 
agreement for signatures. It contained 
the following stipulation: 

‘Upon the abrogation of the agreement 
entered into at a meeting held at the Fifth 
Avenue Hotel, New York, Oct. 12, 1895, 
respecting the practice of rebating, we sev- 
erally promise as follows: 

First.—To promptly discharge from our 
service any agent who either directly or 
indirectly promises or allows a rebate. 

Second.—To refuse to employ an agent 
so discharged by our own or any other 
company during the period of one year 
following the date of his discharge.”’ 

This agreement, together with circulars 
explaining the situation, were addressed to 
all the companies and signatures invited. 
Among other things the committee said: 
“The new agreement is to be understood 
as a declaration of intention on the part of 
the companies signing it, and as indicating 
that no change has taken place in their 
attitude toward rebating, and that their 
efforts to eradicate the evil from the busi- 
ness will not be relaxed.’’ 


¥ 


The committee evidently desired to con- 
vey the impression that, inasmuch as some 
objectionable features of the 
original agreement were re- 
moved, the signing of the 
new compact obligated the companies only 
to a declaration of general principles. It 


Objections to 
Signing. 


is evident, however, that the companies 
have not been impressed with this aspect of 
the situation. The new agreement which 
they are called upon to sign, is a distinct 
pledge obligating them practically to the 
same line of action to which they were 
pledged under the old agreement; with 
this difference only, that instead of plac- 
ing the evidence of rebating in the hands 
of an independent referee, it will be sub- 
mitted directly to the company whose 
agent is involved. The company, and not 
a referee, will, therefore, determine 
whether its agent has been guilty of rebat- 
ing or not. Realizing that the pledge 
submitted by the committee practically 
imposes upon them an obligation quite as 
solemn as the original agreement, the com- 
panies have been very slow to attach their 
signatures thereto. As the committee sug- 
gests there has been no change of senti- 
ment on the part of the companies in re- 
gard to rebating as an abstract proposition, 
but there has, unquestionably, been a 
decided change of opinion concerning the 
most practical methods of meeting this 
question. The competitive side of rebat- 
ing has become such a dominating factor 
in the problem, that most of the com- 
panies, whatever their individual opinions 
regarding its ethical aspects, are very 
loath to bind themselves to any line of 
action which will place their agents at a 
disadvantage with other companies in com- 
petition for business. The commercial 
motive may not be the highest, but never- 
theless it controls the situation to-day so far 
as rebating is concerned. 


The committee has received replies from 


* a majority of the companies addressed. At 


this time there is not the slightest chance 
that the desired 15 signatures will be se- 
cured, and unless the committee concludes 
to call another meeting for the purpose of 
discussing the situation, the present at- 
tempt to secure united action will go by 
default. In this event the original agree- 
ment will remain in full force until abro- 
gated by a majority of the signers. 
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In view of the failure of the companies 
to combine for the purpose of imposing 
Voiding the Re- upon the agent all, or a 


part, of the penalties pro- 
bated Policy. vided in the anti-rebate 


laws of the different states, it will be inter- 
esting to observe what attitude companies 
and agents take in the future toward these 
state laws. Although several practical, 
and more or less successful, attempts to 
enforce them have been made, yet by many 
they are regarded asa dead-letter. These 
laws have a deterrent effect upon rebating 
in proportion to the rigor with which they 
are enforced. Itis probably true that there 
is less rebating in states where such laws 
exist. It seems quite improbable that 
there will be any reaction in regard to the 
passage of these laws. An attempt to re- 
peal or to prevent the passage of new laws 
would undoubtedly excite adverse public 
opinion The present drift seems to be 
toward strengthening these laws and mak- 
ing them more effective. The apparent 
in sentiment in life 
circles in favor of a clause voiding 
the rebated policy, together with the 
passage of a law in Maryland, which un- 
dertakes to accomplish this result, has 
renewed interest in this phase of the prob- 
It is known that similar efforts to 


increase insurance 


lem. 
amend existing anti-rebate laws are con- 
templated. 

This attempt to cure rebating is a drastic 
one, and yet it has the endorsement of 
many who aré prominently identified with 
the business of life insurance. The presi- 
dent of the National Association of Life 
Underwriters, Mr. James lL. Johnson, has 
warnily advocated this plan of meeting the 
rebate question. Mr. Johnson contends 
that it is just as feasible to declare a policy 
void where the full premium has not been 
paid, as to vitiate it where other stipula- 
tions in the contract have not been met by 
the insured. During the current year he 
has taken occasion to vigorously voice his 
views upon several public occasions, and 
by his earnestness and logic has undoubt- 
edly converted many to his opinion. 
Whether or not it is the purpose of Mr. 
Johnson to make this question an issue 
before the next convention of the National 
Association is not known, but it has cer- 
tainly been a part of the policy of his 
administration to keep it in the foreground. 


There is no doubt that a voiding clause in 
the life insurance policy would cure rebat- 
ing more effectively than anything else, 
but the majority of life insurance men at 
present do not consider that the evils of 
rebating demand such a drastic remedy. 
They do not think that the legality of the 
contract should depend upon conditions 
which are so closely interwoven with the 
competitive aspects of life insurance, and 
yet it is not impossible that this may be 
one of the remedies which eventually will 
receive the endorsement of the National 
Association. 


> 


A new and interesting phase of the rebate 
question has been brought to the front 
during the past month by 
the publication of some 
recent correspondence be- 
tween Pres. Jacob L. Greene of the Con- 
necticut Mutual Life Insurance Company 
and Pres. James G. Batterson of the Trav- 
elers, both of Hartford. The former 
charges the latter with permitting the 
issuance by his company of a contract 
which is a discrimination between policy- 
holders of the same class. The discrimina- 
tion charged consists in inserting in the 
body of the contract, paid up and cash 
values in excess of those named in the 
company’s regular rate books, and which 
are ordinarily issued to applicants for 
insurancd. The changes in this instance 
were made by the company’s actnary by 
cancelling the values printed in the con- 
tract, and substituting therefor a table of 
values inserted with a rubber stamp. It is 
claimed that these substituted values are 
not only different from those ordinarily 
written in the policy, but are very much 
more liberal, and that there is, in conse- 
quence, a flagrant discrimination between 
insurants of the same class, an act which is 
prohibited by the statutes. Mr. Greene 
claims that the Travelers is liable to 
prosecution under law, and asks that the 
practice be discontinued. 


An Interesting 
Controversy. 


In replying, President Batterson states 
that the Travelers has felt compelled to 
make these changes in its guaranteed 
values in order to meet the competition of 
mutual companies. He claims, however, 
that there has been no discrimination 
between insurants of the same class within 
the meaning and intent of the law, and 
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invites a prosecution of his company in 
order to test the legal status of the case. 
Mr. Batterson states that in the first place 
there is a wide difference of opinion as to 
the interpretation of the terms ‘‘class”’ 
and ‘expectation of life’’ used in the anti- 
discrimination laws. He furthermore says 
that this law, both in letter and spirit, 
refers to policies issued upon the mutual 
plan, where the profits are shared by the 
policy-holders in a particular class; but, 
he contends, the law has no significance so 
far as the policies of a stock company are 
concerned, in which the policy-holder pays 
a net rate and does not share in the profits. 


¥ 

The question raised in this connection 
uffords a fruitful topic for public discussion. 
May be ~s is one which has ey 
Tested. een the subject of private spec- 
ulation. Itis possible that Mr. 
Greene may feel compelled to test the 
Travelers’ position in the courts, in which 
event an interesting legal decision cover- 
ing the matter can be looked for. It 
appears that a life insurance agent of 
Syracuse, N. Y., who was brought into 
competition with one of the Travelers’ 
policies in which the guaranteed values 
were changed, filed a complaint with the 
Attorney-General of New York State under 
the anti-discrimination law. The Attorney- 
General held that the evidence submitted 
by the agent was insufficient to furnish 
grounds for legal action. This, of course, 
does not indicate what the position of the 
state would be if positive evidence of the 
facts alleged were presented. It is under- 
stood that the facts in the case have been 
submitted by President Greene to various 
state departments, possibly with the hope 
that some of them will feel inclined to take 
the matter up and proceed to action against 

the Travelers. 

> 

Much of the current discussion in life 
insurance circles centres in the different 
Treatment of Deferred ‘“*titude taken by 
Disidende. the companies on 
the question of de- 
ferred dividends. Several of them now 
make a practice of charging these funds as 
a special liability instead of treating them 
as surplus. Other companies, notably the 
Equitable Life Assurance Society, con- 
tinue to treat them as surplus. According 


to the latest state department reports this 
company holds a surplus above legal liabili- 
ties exceeding $61,000,000, which is a larger 
sum than is claimed by any other company. 
The society naturally desires to maintain 
its reputation in regard to accumulated 
surplus and has, therefore, not followed 
the example of other companies, either-in’ 
separating its surplus funds or in charging 
its deferred dividends asa liability. Ina 
recently published article upon this ques- 
tion, the Equitable’s secretary, Mr. William 
Alexander, combats the theory that the de- 
ferred dividends are a liability. Heclaims 
that the surplus of a life insurance company 
is precisely what the surplus of an indi- 
vidual is, that is, what the company holds 
after making provision for all its obliga- 
tions. It is, therefore, a most important 
item, since it measures the company’s 
wealth, its strength, the quality of its man- 
agement, and its success. In discussing 
the proposition that the surplus of a life 
insurance company differs from that of a 
business firm, and is, in fact, a liability, he 
says: ‘‘The surplus of a company whose 
business, like that of the Equitable, is con- 
ducted on the mutual plan, ts in a certain 
sense a liability. It is, so to speak, an item 
of liability which the company is respon- 
sible for to those inside the organization. 
This is essentially true of such a company 
as the Equitable, for the members of the 
Society —the policy-holders — constitute 
the company. The surplus, therefore, 
measures their wealth—the surplus fund 
from which their 
And this fund is invested and reinvested 
from day to day and from year to year for 
their further enrichment. Moreover, it 
measures the.value of the guarantees they 


dividends are drawn. 


collectively make to one another, under the 
policy-contract held by each member. The 
surplus of the Equitable is in this sense a 
liability.”’ 

But Mr. Alexander calls attention to the 


’ fact that if the surplus of a company were 


entirely wiped out it would still be solvent, 
because all the other liabilities are backed 
by assets sufficient todischargethem. The 
only reason that the surplus could be thus 
annihilated without disaster, is that it is 
surplus and not that portion of the assets 
necessary to provide for actual obligations. 
Mr. Alexander thinks, however, that it 
makes very little difference what surplus 
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is called so long as it actually exists, giv- 
ing the company strength and prestige 
according to the size of its accumulation. 


v 

The Home Life Insurance Company, of 
New York, appears to have been the 
a pioneer company in 
P treating deferred divi- 

osition. sa ia 

deuds asa liability. It 
has pursued this practice since it began to 
write policies in which provision was made 
for deferring dividends. Policies issued 
by the company upon this plan contain 
the following clause: 

‘‘Each and every dividend of profit 
which may be made on this policy shall be 
retained by the company and be applied 
to the purchase of simple endowments in 
favor of the holder, which shall mature 
and be payable only at the expiration of 
...years from the date of the policy, if the 
policy be then in force.’’ 

Under this clause the allotment of the 
dividend is not postponed until the end of 
the deferred period, but the policy is cred- 
ited each year with its earnings. These 
earnings are used to purchase an endow- 
ment payable at the end of the period, and 
the reserve on such endowments is carried 
by the company as an actual liability. 
Under this system the policy-holder can 
ascertain the amount of dividend accumu- 
lated, and the company provides in its 
contracts that it will, upon written request 
of the insured during the deferred dividend 
period, furnish a statement of the amount 
accumulated under the policy. 

¥ 

During the past month the discussion in 

regard to the valuation of the¢ first year’s 


‘ premium as term in- 
Discussion of Term 


surance has continued 
Valuation. 


with increased fervor. 
The public advocates of this system of val- 
uation are very insistent in their demands, 
and are laying particular stress upon the 
necessity for special legislation in behalf 
of the companies which have adopted this 
basis of valuation. Attempts have been 
made to induce the Massachusetts’ depart- 
ment to recede from its position without 
success, and policies of companies report- 
ing to that department will be valued 
according to the intent of the law and of 
the contract rather than the phraseology 
of the policy. It is understood that this 


ruling will make quite a difference in the 
surplus funds of several of the companies, 
but no serious results are anticipated. 
The position taken by the Vermont Insur- 
ance department upon this matter has 
been referred to. It appears that the deter- 
mination of the department to value the 
policies of the Vermont Life upon a sound 
basis was by no means the chief cause of 
that company’s retirement. Its financial 
standing has- not been of the best, and it 
was obliged to retire from the State of Massa- 
chusetts some years ago on account of mis- 
representations made in connection with in- 
vestments. The reserve reported by the 
company to the Vermont department was 
wholly inadequate and insufficient to dis- 
charge its legal liabilities, irrespective of 
the department’s very timely ruling upon 
the question of term valuations. The sen- 
timent of those whose special interests are 
not directly concerned, is steadily crystal- 
lizing against the one-year term valuation, 
and there are many reasons for hoping 
that all the leading state departments will, 
in a short time, set their faces against this 
unscientific proposition. In Connecticut 
the matter is having the most careful con- 
sideration and, if decided upon its merits, 
the practice pursued by the department 
during the past few years will be aban- 
The situation in New York State 
There is no stand- 


doned. 
is somewhat different. 
ard of solvency prescribed in the state 
law. Each company is permitted to set up 
its own standard, but with the adoption of 
a fixed legal standard, such as was pro- 
posed this year, and in all probability will 
be passed next year, the department can 
then determine what position it will take 
in regard to the valuation of the first year’s 
premium. 


¥ 


The Mutual Life Insurance Company has 
apparently abandoned all hope of securing 
The Messe! Like re-admission to Prussia, 
except through diplo- 
in Prussia. : 
matic channels. Dur- 
ing the recent visit to this country of the 
special commissioners, appointed to ex- 
amine American life insurance companies, 
the Mutual Life was examined on its appli- 
cation for re-admission to Prussia. So far 
as is known, its financial condition was 
satisfactory to the commissioners, but as a 
prerequisite to re-admission it was required 
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that the company should dispose of its in- 
vestments in stocks. This was a condition 
which the company was not prepared to 
meet as a very considerable portion of 
its assets are invested in stock securities of 
the most profitable character. The com- 
pany, however, expressed a willingness to 
deposit in Prussia in securities satisfactory 
to that government, a sum sufficient to 
cover its entire reserve on Prussian poli- 
cies; but the government bureau having 
the matter in charge decided that it would 
require the company not only to deposit 
the amount of its reserves but to put up an 
additional fixed deposit and to agree not to 
invest: any of its funds in stock securities 
beyond a certain percentage of assets. 
These conditions the Mutual Life declined 
to meet and has appealed to Congress for 
an investigation of the circumstances under 
which it was excluded from Prussia, and 
asked that such steps may be taken ‘‘as 
equity and international comity may re- 
quire for the redress of such grievances.”’ 
Among other interesting statements con- 
tained in the petition is the following : 
‘‘The final pretext seized upon by the 
Government of Prussia as a ground for ex- 
pelling your petitioner was to declare that 


it was engaged in the business of what is 
known as tontine insurance, although the 
Prussian authorities knew, or ought to have 
known, and were given every opportunity 
by the officials of your petitioner for so as- 
certaining before the decree of expulsion 
was promulgated, that the charge and ob- 
jection were utterly without foundation ;° 
and although, also, after its concession had 
been cancelled upon this pretext, it was 
demonstrated to the satisfaction of the 
Prussian: authorities through their emis- 
saries and representatives sent to the 
United States that the contention of the 
Prussian authorities in this regard was 
without foundation, yet, nevertheless, the 
Prussian Government not only refused, and 
still refuses, to revoke the cancellation of 
your petitioner’s license wrongfully de- 
creed on this false issue, but also abandon- 
ing this contention, thereupon proceeded 
to impose upon your petitioner conditions 
new and impossible of compliance as the 
price of its reinstatement which had never 
been suggested previously, and which the 
Prussian authorities knew could not be 
obeyed under your petitioner’s charter, or 
with a proper regard to the interest of its 
policy-holders.”’ 


FIRE INSURANCE 


The chief interest of the month centered 
in the annual meeting of the Southeastern 
Tariff Association and 
its action upon com- 
missions, separation, 
multiple agencies and conference with the 
agency associations. Its vote upon all of 
these questions was dictated mainly by the 
desire to conciliate public opinion and to 
restore harmonious relations with agents in 
Southern States. The question of commis- 
sions, agency pledges and separation was 
this year, at last, placed in the hands of a 
special committee of five on the State of 
the Association. In reporting its conclu- 
sions this committee stated that the legis- 
lative situation in the South, together with 
economic changes in the business, seemed 
to demand a change, both in the form and 
plans of the association’s work. In the 
matter of form it was proposed to enlarge 
the scope of the association as defined in 
its constitution, to include not only rate 
making but the improvement of risks, the 


The Southeastern 
Tariff Association. 


Separation 


procurement of wise legislation and the 
promotion in various ways of the mutual 
interests of the companies and the insured. 
It was also proposed to substitute a penalty 
of expulsion with dishonor in place of the 
present fine of $1,000 for violation of rules, 
it being contended that the forfeiture of 
this large sum had been used against the 
association adversely. These suggested 
changes were adopted by the association. 


* 


For the purpose of proim ‘ing greater 
harmony in the business, i as reconi- 
mended that the commission 
Abolished. pledge be no longer required 

from agents and that com- 
panies be asked to signa pledge without 
separation. Both suggestions were en- 
dorsed by the association, although the 
proposition to expunge the separation 
clause was opposed as a backward step 
which would tend to decrease the member- 
ship and subject association companies to 
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the invasion of their agencies by those 
paying excess commissions. The chair- 
man of the committee, however, stated that 
the same committee which six months 
before had reported in favor of separation 
had become convinced by experience that 
its enforcement at this time was impracti- 
cable, however meritorious it might be as a 
theoretical proposition. 

The elimination of agency pledges and 
separation received the warm endorsement 
of those companies which had not hereto- 
fore signed the company pledges. It has 
been suggested that the action of the South- 
eastern Tariff Association upon separation 
foreshadows similar action by the Western 
Union. The circumstances in the South 
and West, however, are different. In the 
South separation was mandatory, in the 
West it is optional. The attitude of com- 
panies favoring the abrogation of separa- 
tion in the South cannot, therefore, be 
taken as voicing necessarily their views in 
regard tothe Western Union. It indicates, 
however, that the adoption of a mandatory 
separation rule by the latter, ‘such as has 
been suggested, is a remote contingency. 
It is not probable that any further attempts 
will be made to exact commission pledges 
from individual agents. 

The Committee on the State of the Asso- 
ciation recommended the reaffirmation of 
the fifteen per cent. commission plank, but 
suggested that in lieu thereof companies 
be permitted to pay a salary to agents 
under conditions which would protect the 
members of the association against the 
abuse of this privilege. The object of this 
recommendation was tosecure the member- 
ship of important companies now outside of 
the association which were unwilling to re- 
linquish their salaried agents. The propo- 
sition was vigorously opposed It was 
pointed out that despite skill shown by 
the committee in hedging the new rule 
about, it afforded ample opportunity for 
those desiring to deviate from the spirit of 
the association rules. This part of the com- 
mittee’s recommendation was defeated by 
a vote of 37 to 22. The flat fifteen per cent. 
commission was adopted. No suggestions 
were advanced concerning graded or con- 
tingent commissions. 


¥ 


The question of multiple agencies came 
before the Committee of Fifteen during the 


first day’s session, and 
without discussion it 
was voted that no 
action be taken in view of the fact that 
the special committee of twenty-seven had 
the matter under consideration and would 
report at an early date; but upon the fol- 
lowing day an advisory resolution declar- 
ing in favor of single agencies in cities of 
200,000 population or less, and dual 
agencies in cities having a larger popula- 
tion, was, upon roll-call, adopted by a vote 
of 45to 10. The vote was a revelation in 
many respects and showed that a large 
majority of companies were anxious to 
place themselves upon record in favor of 
single agencies. Several of those who 
voted ‘‘no’’ explained that while they 
favored the general principle of single 
agencies, they could not endorse the exact 
terms of the resolution. 

With this encouraging action upon the 
question of multiple agencies was coupled 
the endorsement of a recommendation 
made by President Gay, suggesting the 
appointment of a committee to confer from 
time to time with the national and state 
associations of local agents, through simi- 
lar committees of those bodies or through 
any other avenues they might select: for 
that purpose. The Southeastern Tariff 
Association has always taken a liberal 
attitude toward the agency movement. 
The vote to appoint a conference com- 
mittee, like the recent action of the West- 
ern Union upon the same question, is the 
outcome of recent events which have 
tended to bring the companies and their 
agents into closer relations and to promote 
a unity of action upon important questions. 
Upon special invitation of President Gay, 
President Woodworth, of the National As- 
sociation of Local Fire Insurance Agents, 
was present and briefly addressed the asso- 
ciation at its opening session. He made a 
strong impression, particularly in what he 
said in regard to the matter of legislation. 
His remarks upon this question are quoted 
elsewhere. 


Action on 


Multiple Agencies. 


¥ 


During the past month interest in the 
work of the special Committee of Twenty- 


: seven has centered in 
The Committee 


its efforts to solve the 
of Twenty-Seven. 
multiple agency prob- 


lem. ‘The question has been in the charge 
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of a special committee appointed by the 
sub-committee on rates and commissions. 
The chief difficulty facing the committee 
lay in the matter of annexes. There are 
now about twenty-five companies whose 
stock isowned and management controlled 
by other companies. There are also some 
fifteen combinations designated as under- 
writers’ agencies. These annexes consist 
of three classes: those which are unincor- 
porated and depend for their backing en- 
tirely upon the funds of the parent 
company; those which are incorporated, 
but whose stock is not owned directly by 
the parent company, although it may be 
controlled by its stockholders ; and incor- 
porated companies whose stock is owned 
directly by the parent organizations, as in 
the case of the annexes of foreign com- 
panies. The latter were created, partly as 
a result of the attempts to establish a dis- 
criminating tax, and partly from a desire 
to meet the competition of other companies 
maintaining annexes. But notwithstand- 
ing these technical differences it is quite 
generally held that the practical effect of 
each is to establish a dual agency privilege 
forthe parent company. 

After considering the matter the com- 
mittee decided to declare in favor of a 
single agency for each company in cities of 
100,000 population or under. This propo- 
sition excluded unincorporated under- 
writers’ agencies, the most important cf 
which is the Hartford-New York Under- 
writers’ Agency combination. To avoid 
friction in recommending this rule, a 
conference was sought with the president 
of the Hartford, which, however, did not 
occur, both the Hartford and the New 
York Underwriters’ Agency taking the 
opportunity to publicly declare theniselves 
in favor of single agencies in all cities of 
100,000 population or under. 


¥ 


This endorsement of the multiple agency 
platform of the National Agency Associa- 
tion entirely changed 
the situation so far as 
the Committee of 
Twenty-seven was concerned, and an at- 
tempt has been made to adjust the question 
upon a new basis. It is believed that so 
long as the Hartford and its annex organ- 
ization have recorded themselves in favor 
of one agent apiece, that a solution of the 


Proposed Dual 
Agency System. 


difficulty may be reached by declaring for 
dual agencies for all parent organizations. 
It is proposed to allow each parent com- 
pany two agents, the annex organization 
absorbing the second agency privilege in 
every case. It is thought, from the stand- 
point of the companies at least, that the ° 
adoption of this rule will meet the situation 
fully and harmonize all conflicting inter- 
ests. Any attempt to suppress established 
annexes at this stage of their growth is 
impracticable, if not impossible. In fact 
there has been no expressed desire to de- 
stroy these plants. Circumstances have 
conferred upon certain companies a dual 
agency privilege, which, in the opinion of 
the committee, cannot be denied to other 
companies if they desire to embrace that 
privilege. A dual agency rule would allow 
the Hartford and the New York Under- 
writers’ Agency, the Royal and the Queen, 
and the American-German and German A\l- 
liance, as well as all other dual underwrit- 
ing combinations, one agent each, while the 
Home, tna and other companies not 
maintaining annexes would be privileged 
to appoint two agents each. 

The consent of the Hartford Fire has not 
yet been obtained to this proposition. It 
does not appear willing to accede to any 
rule which does not recognize the Under- 
writers’ Agency as a separate corporation, 
entitled to all the privileges extended to 
other separate corporations. On the other 
hand it is not willing to capitalize the 
Underwriters’ Agency by segregating a 
portion of the Hartford’s funds for this 
purpose. It is probable that if the 
Hartford could be induced to incorporate 
the Underwriters’ Agency, the opposition 
of prominent companies to the single 
agency system would be removed. It is 
contended that a declaration could then be 
adopted endorsing the platform of the 
National Agency Association in favor of 
the single agency for each company, and 
then defining a company to be any organ- 
ization- holding a legal status as such, 
under state laws. 

¥ 

It is apparent that the Committee of 
Twenty-seven, in advocating a declaration 
Agents Oppose in satigp of the dual 
the Plan. agency system, has not 

taken into consideration 
the attitude of local agents. The agents 
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have been fighting for a single agency 
system and would object very strongly to 
any declaration recognizing a dual system. 
They believe that the adoption of the rule 
suggested would defeat entirely the single 
agency platform of the National Associa- 
tion. The agents recognize fully the diffi- 
culties involved in the annex question, 
and desire to support the companies in 
everything which may be done to improve 
existing conditions. They do not blame 
the companies for taking the position that 
they will not resign privileges enjoyed by 
other companies. Nevertheless they would 
consider it a bad precedent to establish a 
dual agency privilege for all companies. 
If a mandatory rule limiting agencies can- 
not be adopted without recognizing the 
dual system, agents would much prefer 
that action be confined to an advisory 
endorsement of the single agency platform, 
leaving the matter of annexes to be settled 
by the agents according to local conditions. 
It is stated that most of the annex organ- 
izations are used by the local agents mainly 
for the purpose of disposing of poor risks, 
and that the natural selection resulting 
against these organizations tends to make 
them unprofitable. 


aa 


Whether or not the Committee of Twenty- 
seven will decide to declare in favor of an 
Cention equalization of rates 
Chsiiation. through the medium of a 
combined classification, is 
as yet an unknown quantity. So far as can 
be learned a majority of the committee on 
rates and commissions, having the matter 
directly in charge, is in favor of such a 
proposition, but the recent public discus- 
sion of this important question has un- 
doubtedly led to some reaction. The ele- 
ment of self-interest has entered more 
largely into consideration, and some com- 
pany managers have been led to believe 
that the sacrifice of the business advantage 
they at present hold, is too great to permit 
them to engage in a joint classification. 
It is contended that some of the companies 
now depend for profit upon the fact that 
they possess classified statistics, which en 
able them to determine more accurately 
than other companies what classes of risks 
at established rates are the most profitable. 
Holding the opinion, whether rightly or 
wrongly, that their success in competition 


with other companies is chiefly due to tlie 
possession of this information, they natu- 
rally object to any plan which deprives 
them of this advantage. This is the ob- 
stacle which has always stood in the way 
of combined classification, and may pre- 
vent its adoption at this time. 

A belief prevails, however, that, consid- 
ered purely from the standpoint of self- 
interest, the position of these companies 
is a mistaken one. It is believed to be 
capable of demonstration that under a 
combined classification the successful, 
well-managed companies, having a wide 
distribution of business, will be able to 
make.more money with less friction than 
under existing conditions. The past suc- 
cesses of these companies have not rested 
upon their possession of classified statistics. 
These statistics are not the cause of success, 
but merely one of the results. Classified 
statistics do not admit of automatic under- 
writing. Judgment and discrimination 
will always be the essential elements of 
success. The companies possessing these 
will always secure the largest percentage 
of profits. The existence of a combined 
classification would not affect the results 
in any respect. Public opinion is a condi- 
tion confronting fire underwriting to-day 
which can hardly be ignored. It is prac- 
tically certain that unless the companies 
establish a joint classification of their own, 
they will be compelled to do so by state 
legislation. The companies can do one of 
two things—wait until they are forced 
intg a classification, or anticipate this event 
and voluntarily formulate a body of fire 
insurance statistics which will tend to pro- 
mote more scientific methods of fire insur- 
ance rating. 


> 


President Irvin, of the National Board of 
Fire Underwriters, considered the question 
of classification so im- 
portant that he made 
special reference to it 
in his annual address, May1o. He has the 
following to say. 

‘‘While not perhaps an absolutely safe 
guide to the exclusion of all other consid- 
erations, yet it cannot be denied that it 
would be a valuable indicator of the proper 
rate for any class, not second in importance 
to any other. If not a compass free from 
variations, it would yet point out fairly well 


President Irvin's 
Position. 
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our general course. I am aware that the 
obstacle to action in the past has been the 
indifference of companies. On the basis of 
the old National Board classification but 
few companies gave the Committee on 
Statistics the benefit of their experience. 
The alphabetical classification adopted by 
the Executive Committee in 1894, and 
intended for the use of local boards, failed 
because this board at the annual meeting 
of 1895 declined to adopt a resolution 
pledging companies to instruct their 
agents in cities of 5,000 population and up- 
ward to keep the necessary records through 
local boards, and make annual returns of 
the results to this board. 

‘* Notwithstanding this, it may justly be 
contended that under a system which would 
separate exposure from inherent losses, 
and not load the former upon the latter, a 
classification based upon the experience of 
all the companies composing this board, 
would be of great value. I am not unmind- 
ful of rapidly changing conditions in some 
hazards at least which might render almost 
valueless the figures of even a decade back ; 
yet under a system constantly kept up we 
should have the results under the changed 
conditions also, and should, to that extent, 
be moving in the light of experience, 
rather than guessing in the dark. I trust 
that the board will again take the matter 
up, and even if action be not decided upon 
to-day, that the executive and statistical 
committees will be requested to consider 
the matter further and report at the next 
annual meeting.’”’ 


¥ 


The lead taken by the Western Union in 
authorizing the appointment of a special 
committee to confer 
with the national 
and state associa- 
tions of local agents was promptly followed 
by similar action on the part of the South- 
eastern Tariff Association. At the recent 
meeting of the National Board, President 
Irvin emphasized the importance of co- 
operation with agents, and recommended 
that the executive committee formulate a 
plan by which consultation can be had 
with the officials of the National Agency 
Association in all matters pertaining to 
legislation. 

These events are not only important 
as showing the improved feeling between 


Progress of the Con- 
ference Idea. 


the company and agency associations, but 
they are unquestionably the forerunner of 
some important developments affecting the 
general policies of the business. There 
are a number of problems now confronting 
fire insurance upon which it is perfectly 
possible to secure uniformity of action 
between the companies and their agents. 
To those who have watched the develop- 
ment of the agency associations, it has 
long seemed desirable that more complete 
co-operation be established through the 
medium of conference. In fact it has been 
clear that such conference and co-opera- 
tion is essential if any practical results are 
to be obtained affecting the general situa- 
tion. It is probable that as a result of 
these conferences and a mutual interchange 
of ideas from differing standpoints, an 
effective working system of co-operation 
can be established which will render possi- 
ble the settlement of many problems which 
have seemed, heretofore, insurmountable. 
Some of the most vexing errors of the past 
year could have been avoided had there 
been a previous conference between the 
companies and their agents. 


» 


The absence of such co-operation was 
the fault partly of the agents and partly of 


President Woodworth 
Shik, Beme Light although the 
: National Associa- 


tion of Local Agents, through its president, 
is on record as having made advances to 
the companies upon matters of current 
legislation of which they failed to take 
advantage. In addressing the Southeastern 
Tariff Association at its recent meeting 
President Woodworth commented upon 
President Gay’s criticism of anti-commis- 
sion legislation in Virginia, in the follow- 
ing terms: 

“Mr. President, your criticism of local 
agents in the matter of legislation seems 
to-demand from me an explanation as to 
the position of the National Association of 
Local Fire Insurance Agents on this ques- 
tion. Your position in the matter of legis- 
lation accords with my views exactly. 
Last October for the purpose of carrying 
out these views, I personally expressed to 
those having charge of legislative matters 
in the interest of the business, the idea 
that the members of our state organiza- 
tions, flushed with enthusiasm and suffer- 


the companies, 
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ing from conditions for which, perhaps, 
they were not altogether responsible, were 
likely to seek relief through their several 
legislatures. The National Association of 
Local Fire Insurance Agents does not con- 
trol the agents of any state. Its attitude 
toward them is simply advisory, and in 
that capacity it seemed to me that some 
recommendation regarding legislation from 
the National Association to the State Asso- 
ciations would help to make our work 
more uniform and of more value to the 
business, and realizing that any recom- 
mendation upon the subject from us, if 
disapproved by the companies, could not 
be carried out, the opinions of managers 
especially interested in legislation was 
sought. For reasons undoubtedly good, 
but which have not been expressed to me, 
no response was received from the mana- 
gers, and therefore, the Nationai Associa- 
tion did not think it advisable to make any 
recommendation on the subject of legisla- 
tion, and so far as the National Association 
is concerned the agents of every state have 
been at liberty to take such action as 
seemed to them good. Whether agents 
have made mistakes or not in the matter 
of legislation, I cannot say. The legisla- 
tive question referred to by your president 
has not been presented to me, either per- 
sonally or officially, by the Virginia asso- 
ciation, by your association or by local 
agents, and under these circumstances you 
will not expect me to express an opinion 
upon the merits of the case. I think it 
but justice tothe National Association, to 
the State associations and to local agents 
generally that this statement should be 
made. 

‘‘Gentlemen, you can have the hearty 
support of the agents of this country for 
any legislation that is in the interest of the 
business and that the Companies are united 
upon, and I promise you here and now 
that if you will advise us in time and an 
agreement can be reached—and we will 
be very glad to come to an agreement — as 
to what is for the best interests of all con- 
cerned, the National Association of Local 
Fire Insurance Agents will stand or fall 
with you. There is but one right thing 
for agents, for field men, for managers and 
for companies, and when we can agree 
upon that and unitedly fight for it, the 
victory 1s ours. 

‘“‘Mr. President, this is a business meet- 
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ing; great questions are before you, ques- 
tions that I would not presume to discuss, 
and believing that you have not the time 
or the temper to listen to glittering gener- 
alities, I will now withdraw from the plat- 
form, again returning to you my most 
sincere and heartfelt thanks and the most 
sincere and heartfelt thanks of every local 
agent in this broad land, and assuring you 
that if the companies will stand together 
the agents will stand with them and the 
right must then prevail.”’ 


- 

Mr. Woodworth’s suggestion in regard 
to co-operation in the matter of legislation 
will hardly pass un- 
noticed. The situa- 
tion during IgoI, so 
far as legislation is concerned, will be a 
momentous one. There will be some forty 
legislatures in session, before which num- 
berless measures affecting the interests of 
companies and agents adversely, will be 
presented. In view of the outlook it is 
imperative that companies and agents 
should agree upon a general line of policy. 
It is less important to. determine what that 
policy shall be than to secure substantial 
agreement thereon. Such an agreement 
can only be reached by compromise and 
concession upon both sides. If the com- 
panies and the agents can agree upon a 
general policy, the dangers of adverse 
legislation can be reduced to a minimum. 
Whatever is for the interest of the business 
as a whole will be equally beneficial to the 
companies and their agents. It is appar- 
ent that the companies recognize that their 
strongest defence against adverse legisla- 
tion lies in the agency associations. If 
they are to realize this benefit completely, 
they should remove all obstacles in the 
way of enlarging the membership and 
extending the influence of these organiza- 
tions. The time has arrived when it is 
encumbent upon the companies to recog- 
nize the agency associations as an estab- 
lished factor in the business, and remove 
all opposition to their progress upon legiti- 
mate lines. 


Co-operation on 
Legislation Essential. 


¥ 


One of the most interesting announce- 
ments of the month is that the National 
Association of Local Fire 
Insurance Agents has de- 
cided to co-operate with 


Fire Statistics of 
Large Cities. 
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the committee on statistics of the National 
Board in the procurement of fire loss 
returns from cities having a population of 
20,000 or more. The National Board com- 
mittee has now been at work for the past 
ten years in procuring these statistics, and 
at the annual meeting of the Board, May 
10, presented a most interesting and valua- 
ble report, giving the ten-year record for 
203 cities. While the chairman of the 
committee in making his report pointed 
out that the statistics could not be accepted 
as absolutely correct, and although, owing 
to defective sources of information, they 
were in some respects incomplete, yet, 
after making all allowances, the figures 
afforded underwriters a most valuable body 
of statistics. At any rate the work has 
been satisfactory enough to recommend its 
continuation, a fact which the National 
Board‘ recognized by authorizing the com- 
mittee to proceed with its investigations. 
A proposition to procure the premium 
income from these cities as well as the 
losses, was referred to the executive com- 
mittee for consideration. Many of the 
members of the Board have expressed a 
desire to have the premium income coupled 
with the losses, although some objections 
have been raised to this plan. 


One of the chief drawbacks to the collec- 
tion of statistics in large cities has been 
the apparent indifference of local agents. 
Out of statistics obtained from 203 cities 
in 1899, but 42 came through the medium 
of local agents. It has for a long time 
seemed desirable to secure a more cordial 
co-operation on the part of agents. With 
this idea in view the committee recently 
addressed President Woodworth of the 
National Association of Local Fire Insur- 
ance Agents, inviting his co-operation and 
outlining the benefits to be secured in 
connection therewith, not only to com- 
panies but to the local agents themselves. 
After consultation with the members of 
the executive committee, Mr. Woodworth 
informed Mr. Babb that ‘‘ while there was 
some fear that the desired results would be 
difficult to obtain, on account of the indif- 
ference of some companies and its effect 


upon their agents, it has been decided to 
co-operate with you in the matter in any 
way you may deem it advisable.’’ 

Some agreed plan of co-operation will 
be devised by which the presidents of local 
state associations will be urged to use their 
influence, and it is possible also that direct 
appeals will be made to the agents located 
in the cities from which the statistics are 
desired. 


¥ 


Some of the members of the National 
Association of Local Fire Insurance Agents 
are anxious 
to effect 
changes in 
its machinery which will tend to define 
more clearly the relations between the 
national and state organizations. There is 
also a desire to confine representation at 
the national conventions to delegates regu- 
larly elected by the different state associa- 
tions. At present all members of the asso- 
ciations are not only privileged to attend 
the conventions, but to vote upon any of 
the questions brought up for discussion. 
It is contended that this plan might result 
in serious difficulties. 


Proposed Changes in the 
National Agency Association. 


Others, however, 
who are prominent in the agency move- 
ment, are not of this opinion, but feel that 
the destinies of the National Association 
can safely be left in the hands of those 
who are interested enough to attend and 
take part in its deliberations. The belief 
also prevails that it would be premature to 
attempt to define too minutely the relations 
existing between the national and state 
associations. Those relations appear to be 
at present of a fairly satisfactory nature; at 
least, no serious difficulties have as yet 
arisen. It is felt that it would be better, 
for the time being, at any rate, to allow 
the National Association to maintain its 
advisory capacity, rather than to invest it 
with any powers of authority over state 
associations. This question is a very im- 
portant one and is receiving the careful 
consideration of those most interested in 
the welfare of the agency movement. The 
decision of the wise heads undoubtedly 
will be to move forward slowly. 





FIRE WASTE STATISTICS. 
Important Tables Showing the Results of Underwriting for 1899 and for Thirty-Four Years. 


The ‘‘Chronicle Fire Tables’’ for 1900, 
covering statistics for 1899, shows the 
property losses in the United States for 
that year to have been $153,597,830 with 
an insurance loss of $92,683,715. The 
property loss has only been exceeded in 
one previous year (1893) when it reached 
$167,544,370- The insurance loss was ex- 
ceeded in 1892 and 1893 when it was $93,- 
511,938 and $105,994,577 respectively. The 
number of fires reported in 1899 was 75,734, 
against 69,904 in 1898. One of the most 
suggestive things in connection with the 
Chronicle statistics is the marked and 
steady increase in the number of fires re- 


they have more than doubled, increasing 
from 35,549 to 75,734 per annum. This 
may be due in part to improved methods 
of preparing statistics, but undoubtedly 
results most largely from the increasing 
variety of fire hazards attendant upon 
industrial development. The decrease 
in the average loss per fire is an en- 
couraging indication that methods of fire 
prevention and protection are steadily im- 
proving. 

The subjoined tabulations, showing the 
distribution of insurance loss in 1899 and 
the rate of burning and the rate of insur- 
ance for the past thirty-four years will be 


ported 
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found of particular interest : 


Distribution of Insurance Loss in the United States for 1899. 


ENGLAND STATES. 


Rates of 
Premium 


NEW 

Premiums 

Received. 
1,751,085 


Losses 
Paid. 
1,045,247 
669,040 
367 , S56 
4,641,356 


329,756 


ATLANTIC ST? 
17,416,404 
2,177,107 
7760, 127 

165,202 
700,765 


MIDDLE 


19,110,193 
4,219,370 

- 11,519,267 
206,439 
1,969,315 


37,024,554 28,225,065 


SOUTHEASTERN TARIFF 


FIVE 


YEARS OF 


1871 (Chicago 
Boston).. 


1872 


1,839,089 8 
1,161,935 

791,409 
2,349,841 

710,271 
1,324,250 
2.908,374 
1,156,812 


8,27 


12,291,981 

WESTERN 
4,054,533 
2551425 
2,611,799 


6,154,093 

UNION 
2,079,477 
49,663 
8,240,028 


STATES. 
1.12 
1.67 
1.11 


. Ratio. 


Ind. Ter. 270,894 

+++ 7,174,598 

++ 4:412,054 

59.9 b : 201,010 

52.9 «+++ 4,614,030 

>1.8 2,883,085 
4. 4,180,7 

aa + 1,490,067 

j 759,493 

444,126 

1,732,459 

1,949,082 

126,032 

4,689,923 

++ 2,755,045 

. 25277,461 


56,912,106 
PACIFIC 

+ 55545,261 

1,435,220 

1,285.952 


Loss 


Totals, 


nn 


APNE PS 


440,554 
9,341,650 


Shane 


Totals, 


winn 


+ 4,257,287 
SI. s 

-4 } ase 782,32 
65-3 ; 967,092 


364,084 
5,766,413 
2,198,054 

151,201 
2,275,836 
2,098,794 
1,965,221 

734,457 

571,681 

226,694 
1,081,997 
1,170,753 

39,726 
2,743,837 
1,786,774 
1,943,782 


35,338,432 


COAST 
2,882,974 
677,419 
364,628 
168,726 
135,918 
1,878 
25,197 
92,334 
45349,124 


2,502,041 
370,649 
294,159 

199,898 
588,222 


2.00 

“99 
1.21 
1.7 
1.27 
1.17 
1.49 
1.23 
2.11 
1.59 
1.38 
1.07 
1.90 
1.04 
1.37 
I.51 


1.20 


STATES. 


1.47 
1.65 
2.01 
2.22 
2.23 
2.22 
2.41 
1.77 


1.62 


1.54 
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THE COMMISSION PROBLEM IN FIRE INSURANCE. 


A Discussion of This Important Question From the Standpoint of the Local Agent. 





basis of compensation ? 


commissions ? 


QUESTIONS TO ACENTS. 
Do you favor a uniform commission for all companies ? 


Do you favor a flat, graded or contingent commission as a 


Do you believe that commissions are too high or too low? 


Do you favor an increase or decrease in the average rate of 


Do you voice the general opinion of the agents in your locality? 








WHAT EASTERN 


Favors Lower Commissions. 


PORTLAND, ME., April 14, Igoo. 

If it were possible to establish it, I should 
favor a uniform commission for all com- 
panies, because this system would do away, 
to a large extent, with the present intense 
competition. Another reason is the pres- 
ent unfairness, under which one agent may 
secure a much larger income than another 
on a class of business of equal value as to 
quality. The high commission companies 
of to-day are, many of them, in the hands 
of inexperienced agents, and it is fre- 
quently the case that an agent with little 
or no experience and knowledge of the 
business, is receiving a higher commission 
than experienced agencies of long standing. 

I favor a contingent commission, if it 
were possible to have all commissions uni- 
form, because an intelligent and conscien- 
tious agent would, on that basis, receive 
compensation for his selection of business 
and for the exercise of his judgment. I be- 
lieve commissions are too high and favor 
a decrease in the average rate now paid. 
High commissions are the cause of much 
demoralization. They tempt weak agents 
to rebate and multiply company representa- 
tion. Had commissions been kept at a low 
point, the present army of bank cashiers, 
lawyers, real estate agents, loan association 
employees and what-not would never have 
been appointed as full-fledged fire insur- 
ance agents. Make commissions low 





ACENTS THINK. 


enough to allow agents to earn a respecta- 
ble living on a legitimate basis. Then 
make rates as low as possible to the assured, 
on the different classifications of business. 
In doing this, the equalization of rates 
should always be kept in mind. 

If it were possible for all companies to 
have a low, unifornt commission, on the 
contingent basis, it would settle the ques- 
tion of brokers at once. The broker is an 
unnecessary expense to the agent, company 
and assured, and if possible, should be 
done away with. The only thing that will 
do it is low commissions to agents. 

I think the above will voice the general 
opinion of the best agents in this locality. 

H. N. PINKHAM. 


A Slight Increase Desirable. 
HARTFORD, Conn., April 18, 1900. 

1. Yes; because all agents and compan- 
ies would then be placed upon an equal 
basis, thus eliminating the unfair competi- 
tion existing at present, from the fact that 
agents receiving a commission of twenty- 
fivé per cent. are in a position to divide the 
same with the assured, and still realize net 
the same percentage at present paid to 
all agents representing ‘compact’? com- 
panies. 

2. Wedo not favor graded commissions, 
much preferring either a flat commission 
of twenty per cent. or a contingent com- 
mission of say fifteen per cent. flat and ten 
contingent. In our opinion the contin- 
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gent commission scheme is by far the best 
yet suggested, both for the companies and 
for the agents, for the reason that the com- 
panies would not be obliged to pay more 
than the ordinary fifteen per cent. unless a 
profit were shown at any particular agency, 
and also because there would then be some 
premium placed upon careful and intelli- 
gent work by the agent himself. It would 
give him something to work for. As the 
situation stands at present, the careless, 
uneducated agent who sees merely his com- 
mission in every line passing through his 
hands, is compensated in exactly the same 
manner as the agent who selects his risks 
with care, pays his companies promptly 
and does not write a risk unless he believes 
it to be good insurance. 

3. We believe that at present some com- 
missions are too high and some too low. 
Twenty-five or thirty per cent. is unques- 
tionably too high, but with the increased 
expense of running an agency on up-to- 
date principles, fifteen per cent. is too low. 

4. We prefer an increase in the average 
rate of commissions to a limited extent, 
believing that an agent is entitled to a con- 
tingent commission of ten per cent. over 
and above the regular fifteen per cent., as 
already stated, in order that he may cover 
running expenses, and still make a fair 
profit. 

5. We do not know whether or not we 
voice the general sentiment of the agents 
in our locality, but are of the opinion that 
they would agree with us on nearly every 
point mentioned. 

DICKINSON, BEARDSLEY & BEADSLEY. 


Commends the Contingent Commission. 


NEW HAVEN, Conn., April 12, I1g00. 

I see no reason why there should not be 
a uniform commission for all companies. 
There is a uniform rate for policies of all 
companies, but if one company is allowed 
to pay a higher commission than another 
company, it is plain that the uniform rate 
is destroyed, and one company receives 
one net rate, and another company receives 
another net rate. 

I am in favor of either graded or contin- 
gent commissions. I prefer the contingent 
commission, for the reason that the agents 
are in a position to judge very largely of 
the merits of the risk offered, and they can 
by judicious selection save the companies 


the writing of poor lines. The agent 
should be interested in the net results of 
his business, so that his judgment would 
not be influenced by loss of commission 
when it is necessary to decline business. 
A contingent commission makes an agent 
a partner, and makes him a better repre- 
sentative in my opinion. Furthermore, if 
the companies do not earn the profit on his 
business, they cannot afford to pay as much 
commission as they could if a good profit 
was received. 

In answer to No. 3 would say that I be- 
lieve that some commissions paid by the 
companies are too high, as the multiple 
agencies of this city are encouraged and 
fostered by the high commission compan- 
ies, and they are demoralizing our business 
here to a great extent. I think a commis- 
sion of 15 per cent. with 1o per cent. con- 
tingent would be the most satisfactory. 
This also answers question No. 4. 

I have not talked this matter over with 
the other agents in this locality, so I can- 
not give you their opinion on the subject. 

JOHN C. NorTH. 


Opposes a Uniform Commission. 


WASHINGTON, D. C., April 12, 1900. 

1. Ido not favor a uniform commission 
for all companies, because I cannot give 
my support to an impossible proposition. 
The economic principles underlying the 
laws of competition cannot be defined by 
insurance companies or agents. Somewhat 
in point it may be asked why the lawyer 
charges his wealthy client a larger fee 
than he does a poorer client for similar 
services performed? or the doctor? and 
even the clergyman who will expect, and 
does receive more money from the rich 
than the poor for death or marriage. It 
seems to me that my answer to this ques- 
tion need not be further enlarged. 

2. I believe in a flat commission as the 
proper basis of compensation, provided 
preferred business is unrated. Where the 
preferred business is rated py class and 
specifically, I think a graded commission 
is a proper method to be followed. The 
reasons are obvious. 

3&4. I very firmly believe that com- 
missions are too high, and that there 
should be a decrease in their average rate, 
provided the multiple agency system is 
effectually stamped out. It is almost a 
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sine qua non that as long as the multiplica- 
tion of agencies goes on, so long will 
the rates of commission persistently and 
steadily advance. The multiple agency 
system has brought into the insurance 
business those who know nothing of 
the science of indemnity and who seek 
only the resultant commission, who trade 
their allegiance for an additional percent- 
age, and who are much more the pirates of 
the business to-day than the under-cutter. 
The injury they work is of a permanent 


and lasting character and it is the com- 
panies only who can work the cure. I 
venture the prediction that the only way to 
bring about a general decrease in the av- 
erage rate of commissions is by an agree- 
ment between companies limiting the num- 
ber of agencies to reasonable proportions. 
It is pretty hard to say whether I voice 
the general opinion of agents in Washing- 
ton, although I think a good majority of 
them hold to the same views as I do. 
MYER COHEN. 


WESTERN VIEWS OF THE QUESTION. 


Decreased Commissions Inevitable. 


St. Lous, Mo., April 10, 1goo. 

1. I have always felt that a uniform 
rate and a uniform contract, so that all 
companies were alike to the assured, are 
more desirable than uniform commission, 
and that complete uniformity on all three 
lines can never be maintained if secured. 
What reason is there to pay an agent the 
same compensation for representing a great 
company whose appointment is a “‘ prize,’ 
and an undesirable company that has to 
beg its way into an agent’s office? 

2. Graded commissions, because retail 
business demands a larger loading of profit 
than wholesale business. Contingent com- 
missions are good in theory, but, I fear, 
hopelessly impossible. 

3- Commissions aretoo high. They are 
a swindle on the public, and against loyal 
agents they breed a swarm of incompetent 
agents that subdivide the profit and au- 
thority of insurance tradings and degrade 
the business before the public. Are they 
not, however, simply the last effects of an 
attempt to maintain a general over-charge 
in premiums, and will they not naturally 
disappear under the pressure of a closer 
margin of profit? 

4. A decrease in commissions is desira- 
ble and inevitable. 

5. I think most of the good agents in 
this locality feel about the same as I do 
about most of these things. They might 
differ on the answers to one and two, but 
I think there would be no difference of 
opinion as regards three and four. 

Gro. D. MARKHAM. 


Graded Commissions Should be Paid. 


TOLEDO, OHIO, April 16, Ig00. 
1. I believe in a uniform commission, 


for the reason that rates are based upon 
expense as one of the factors, and it is 
necessary that the expense ratio should be 
nearly the same for all companies in order 
for them to adopt the same schedules for 
rating. 

2. Graded commissions are more fair to 
the agent than flat, as some kinds of busi- 
ness require much more work and time to 
secure the same volume of premium than 
others, and agents must be paid in propor- 
tion for soliciting such business in order to 
get them to work for a well distributed 
classification. 

This difference in remuneration should 
ouly cover the extra work and time neces- 
sary to make it profitable to secure such 
small and widely distributed risks, not 
taking into consideration the greater desir- 
ability of either class, which should be 
covered by the rates, ‘‘ Preferred business ’”’ 
being one of the most fruitful sources of 
our present troubles. 

3. I believe that commissions are now 
much too high for the good of the best class 
of agents as well as for the companies and 
property owners. 

4. I believe that commissions should be 
reduced very materially, as the expense of 
conducting the business is altogether too 
high. It cannot be disputed that the 
present high commissions tend to fill the 
agency ranks with what is known as 
the ‘‘side-issue’’ agent, who cares only 
for the commission which he gets, and 
who, from ignorance or dishonesty, demor- 
alizes the business to the great injury of the 
real agent. I am firmly convinced that a 
radical reduction in the commissions now 
paid would materially increase the incomes 
of such agents as make insurance their busi- 
ness, by driving out these ‘‘ side-issue ’’ fel- 
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lows, and at the same time so improve the 
general conduct of the business as to make 
the profits better to the companies, without 
increasing rates, or perhaps after reducing 
them. 

5. So far as I can learn the best class of 
agents in this locality entertain about the 
same opinions as these. 


MERWIN JACKSON. 


Favors a Ten Per Cent. Flat. 


MILWAUKEE, April 18, 1900. 

1. If tariff rates are to be maintained 
then I heartily favor unifofm commissions 
for all companies as an agreement on 
this fundamental principle would decrease 
unfair competition to a minimum. 

2. I thoroughly favor a flat commission, 
for such an agreement would necessarily 
preclude the possibility of paying exces- 
sively high commissions for preferred 
business and thus benefit’the public and 
the agents by reducing the solicitor nui- 
sance to a minimum. 

3. I most decidedly believe that com- 
missions are too high. 

4. Ithoroughly favor a decrease in com- 
missions to not exceeding Io per cent. flat, 
providing that not less than go per cent. of 
the companies make an agreement to such 
effect and then only with a penalty for- 
feiture of $5,000 for each violation. 

5. I can hardly say that the answers 
which I have given to your questions voice 
the general opinion of the agents in this 
locality. I believe, however, that a ma- 
jority of Milwaukee’s leading agents would 
heartily favor a reduction in commissions 
if they were convinced that most of the 
trouble-makers could be brought into line. 


E. J. TAPPING. 


Combine Graded and Contingent 
Commissions. 


OMAHA, NEB., Apr. Ig, 1900. 

I am in favor of a uniform commission 
for all companies. In that event an agent 
shows no favoritism and companies are 
better satisfied. I favor a graded and con- 
tingent commission combined, as it makes 
the agent a part of the company. 

The commissions are too high on some 
classes and too low on others. However, 
the average is about right. In this western 
country, if the companies would make their 


commissions 5 or 7% per cent. on special 
hazards, such as packing houses, etc., it 
would, in my judgment, be a benefit to the 


business. 
Epw. E. How... 


Commissions on Preferred Risks. 


DENVER, COL., April 19, Igoo. 

1. I believe all companies should give 
a uniform rate of commission, because the 
largest companies, which are presumably 
as strong as the ones with smaller assets, 
have an advantage if they are allowed to 
operate at smaller expense ratios. 

2.. A graded commission is preferable, 
because it practically forces the agent to 
distribute the preferred risks in order to 
keep the average commission profit on 
business done for the several companies 
he may represent. 

3. Commissions are certainly not too 
high now. Since I have been engaged in 
business, improvements and improved con- 
struction have reduced rates at least 4o per 
cent. and the agent has certainly been the 
sufferer. The big losses of the past two 
years will hardly warrant increased ex- 
pense, but readjustment of expense would 
make but little difference with the credit 
side of the ledgers of most companies. 

4. I think companies could well afford 
to pay 20 per cent. commission on the risks 
that formerly rated as ‘‘ preferred,’’ both 
on stocks and on some brick buildings that 
are now Classed in the 15 per cent.allowance. 

5. Have not discussed the matter with 
others here, but the above statements are 
the result of many conversations since the 
new schedule of commissions was adopted. 

R. S. BRANNEN. 


Uniform Commissions will Remove Friction. 


TOPEKA, KAN., May I, Igoo. 

1. Yes; simply because the business 
will drift to the company that pays the 
highest commission, as naturally as water 
seeks itsown level. It is the law of nature. 
Result: friction between companies. 

2. Graded commissions. If a class of 
business is preferable by virtue of increased 
profit in the writing thereof, the agent 
should receive a correspondingly increased 
compensation. 

3. Commissions are never too high if, 
after satisfying the public as to resonable- 
ness of rate (if possible), there is left suffi- 
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cient to reward the company for writing 
the risk. 

4. Graded commissions are certainly 
high enough, and it would appear from an 
agent’s standpoint, in view of reduced rates 
voluntarily put into effect by the companies 
themselves, should not be reduced. 

5. This is my individual opinion only. 

CHARLES S. ELLIOTT. 


Reduced Commissions do not Reduce 
Competition. 
SaLT LAKE, UTAH, April 28, 1900. 

1. A uniform commission for all com- 
panies in any one agency would remove 
any temptation the agent might have to 
favor one company above another. 

2. The graded commission strikes me as 
the best way to recompense an agent. The 
companies can afford and ought to pay 
more for the best and selected class of 
risks ; all three years’ business for instance, 
such as first-class dwellings, churches, and 
similar risks; they could also afford to pay 
more on selected, well built and well pro- 
tected brick business buildings, not over 
two or three stories high, and especially in 
a city as favorably situated as this is. 

3. Commissions are too low. 

4. Commissions should at least be re- 
stored to our old standard of 20 per cent. 
There was, and is no reason now, for the 
reduction in Salt Lake City, Utah. The 
companies represented here and who pay 
us 15 per cent. allow 20 per cent. and more 
in Oakland, Cal., and Portland, Ore. If 
they are so anxious to cut down expenses 
as they claim they are, why not reduce com- 
missions in every place, and why not com- 
mence with reductions at the fountain 
head, viz., presidents’, managers’ and 
special agents’ salaries which have not 
been reduced 25 per cent., as have the com- 
missions of the,man who places the busi- 
ness on the books of the companies. 

It was claimed by managers that the 
reduction of commissions would reduce the 
number of local agents and tend to de- 
crease the evil of rebating. The rebaters 
we will have with us always. The legiti- 
mate agents here who make an exclusive 
business of insurance do not and never 
have rebated. It isthe curbstone broker, 
ticket scalper and real estate dealer repre- 
senting companies and who make a side 
issue of insurance who do the rebating, 


and they would continue the practice were 
the commissions reduced to Io per cent. 

If the companies would confine them- 
selves to one agent in cities of 100,000 or 
less, and cease appointing as they do now 
merchants, bankers, brokers, real estate 
dealers, etc., and have no representatives 
but legitimate insurance men who devote 
their whole time and attention to under- 
writing, then the situation in Salt Lake 
would be greatly improved, the companies 
given better service and decent agents 
could afford to continue in the business. 

I speak for myself in this matter. 

HvuGH ANDERSON. 


Views of a Mixed Agency. 


A prominent western agent, president of 
one of the flourishing state associations 
and partner in a ‘‘mixed’’ agency, writes 
as follows: 

1. I favor uniform commissions from all 
companies for the reason that the question 
of commission has at all times been the 
bone of contention between the several 
classes of companies. If this question 
could be settled, ¢. ¢., if the contention 
could be removed and harmony could be 
established on this point, I verily believe 
that all other minor differences could be 
readily disposed of. In that event, all 
companies could co-operate and work har- 
moniously to a common end. Without 
harmony anc co-operation the business of 
fire insurance can never be brought to the 
high plane which it ought to occupy but it 
will always be disturbed by bickerings and 
jealousies. 


2. Iam in favor of graded commissions 
at a low figure with a contingent as a basis 
of compensation. What is commonly 
known as preferred business can only be 
secured at the expense of a good deal of 
labor and time on the part of the agent and 
for this reason the agent should receive a 
larger compensation. A contingent con- 
tract would unquestionably prompt the 
agent to exercise greater care and discrim- 
ination in accepting business. It would 
give him a greater interest in the success 
of the companies represented by him and 
this success I should say ought to be upper- 
most in the minds of all agents who wish 
to be true to the trust reposed in them. 
The local agent is only human, and human- 
ity we are told is frail, and as a result it is 
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undoubtedly true that agents (even those 
who mean to be thoroughly honest and 
conscientious) have been swayed from time 
to time by the wish to add to their commis- 
sion account at the expense of their com- 
panies. The incentive to accept business 
not wholly desirable would be very largely 
removed if the agent was (as it were) made 
a partner in the business. 

3. Commissions, in my judgment, are 
too high. 

4. I would favor a decrease in the aver- 
age rate of commissions because the ex- 
penses incurred in the business of fire 
insurance as now conducted are too high. 
An expense ratio of 40 per cent. is abnormal 
and retrenchment should be the watch- 
word of the underwriters. Again, high 
commissions of necessity breed brokers, 
multiplicity of agencies, rebates and ab- 
normal competition. Such competition 
does not benefit the public as a whole. 
On the contrary, it disturbs the equality 
of rates. It favors none but the avaricious 
and greedy property owner who travels 
from agency to agency, resorting to false- 
hood and trickery to secure indemnity at 
the lowest possible cost. 

5. I voice the opinion of the insurance 
agents generally in my locality, and when 
I say insurance agents I mean those who 
follow the business of insurance as a liveli- 
hood ; those who have made a study of the 
business; those who take a lively interest 
in the welfare of the companies and those 
who would elevate the business to the 
highest standard, ridding, it of the many 
leeches and barnacles that now beset it. 


Schedule Rates and Contingent Commissions. 


PUEBLO, COLO., April 20, 1900. 
1. That I think a uniform commission 
for all companies is most desirable. Any 
other method creates dissensions, jealousies 
and suspicions. Wecan, however, scarcely 
expect a uniformity of commissions this 
side of the millenium, inasmuch as pro- 
fessed uniformity is not always so in prac- 
tice. For instance, some well-known Union 
managers are paying 25 per cent. straight 
commission in this field to some agents 
even with the prospect of a thousand dol- 

lar fine hanging over them for so doing. 
2. I favor a contingent commission 
as a basis of compensation. Under a 
just universal schedule of rating there 


should be no such class of risks as ‘‘ pre- 
ferred.’? Contingent compensation results 
favorably to the companies because it keeps 
off the books a large class of risks which 
the local agent considers questionable. It 
results favorably to local agents in that it 
affords opportunity for recognition of merit 
among local underwriters. Under the pres- 
ent system there is no distinction as to 
merit or demerit among local agents. The 
careful, painstaking, local agent is placed 
in the same category and receives the same 
compensation as the one who spends his 
whole time in seeking any class of business 
whatever for his company in order to get 
the commission wherewith he may pay for 
his daily meal and the wear of shoe leather. 
The present system is, of course, to the ad- 
vantage of many local agents, but on the 
other hand it very clearly keeps hidden 
under a bushel many a bright underwriter. 

3. I believe commissions in this field 
are about the proper average, but are 
too high in the East where we are told 
they often rise as high as 35 and even 4o 
per cent. 

4. This question is answered above in 
No. 3. 

5. I believe the above will be found 
to be the opinion of most agents in 
this part of the country who have given 
the subjects mentioned their earnest con- 


sideration. 
E. I. CROCKETT. 


Cambling Aspect of Contingent 
Commissions. 
TRINIDAD, CoLo., May 8, Igoo. 

1. Yes, because if the commission is not 
uniform, honest and reliable companies 
are placed at the mercy of the unscrupu- 
lous ones. 

2. Graded. A graded commission offers 
an agent an inducement to get good busi- 
ness. A flat commission puts all business 
on the same basis. A contingent commis- 
sion is agambling proposition, pure and 
simple, fire or no fire. It seems to me 
it is three card monte applied to a legiti- 
mate business and whenever gambling 
enters, sound business methods must suffer. 

3. If commissions are more than the 
business will stand, they are too high; 
that isa point for the managers to decide. 
From the agents’ standpoint high commis- 
sions mean many agents, much competi- 
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tion; low commissions mean few agents, 
less competition. It is a choice between 
two evils. 

4. If an increase means that the public 
will have to pay through an increase of 
rates, I think there would better be no in- 
crease of commission. At the present rate 
of fires, the increase of rates will come fast 
enough without clamor from the agents, 


and the present temper of the insuring 
public in the west is decidedly against the 
companies. At best, on the last two ques- 
tions the voice of the agent is as the voice 
of one crying in the wilderness. 

5. Yes. On the others the divergency 
of opinion is so great that I can only quote 
‘*Many men of many minds.”’ 

EDWARD H. Day. 


HOW THE SOUTH LOOKS AT THE MATTER. 


Sole Agencies and Twenty Per Cent. 


LOUISVILLE, Ky,, April 18, rgoo. 

1. The application of a uniform basis of 
compensation is best; for the reason that 
it will create impartiality in placing pre- 
ferred classes of business and equalize com- 
petition in the agency. 

2. A flat commission simplifies office 
work, overcomes the mooted question as to 
what class a risk belongs under the graded 
plan, and is generally more satisfactory to 
agents. 

3 Commissions are too high, especially 
in the large cities; they offer too much 
inducement to engage in the business, 
creating longer division in receipts, neces- 
sarily maintaining high commissions to 
properly compensate good men. 

4. What isthe average rate of commis- 
sion? The scale with agents in different 
places runs from 15 to 30, while the pet 
broker in some cases gets his 4o per cent. 
Sole agencies and 20 per cent. flat will en- 
gage good men and raise the standard of 
the business. Conditions will never im- 
prove until this is done. 

5. I think I voice the sentiment of the 
better class of agents. For myself I would 
go further and say I5 per cent. flat commis- 
sion conditioned on sole agencies and the 
abolition of brokers. 

A. H. ROBINSON. 


Believes in the Contingent Commission. 


San ANTONIO, TEX., April 25, 1900. 

1. I favor a uniform commission for all 
companies for the same reason that I favor 
uniformity in rates, forms and general prac- 
tices, viz: because it puts agents and com- 
panies on an equal footing and forces them 
to get business on genuine merit. 

2. I favor a contingent commission as a 
basis of compensation, because it puts a 


premium on care in the selection and in- 
spection of risks. 

3. I believe that, if flat commissions are 
to be the rule, the present rate of 15 per 
cent. is neither too high nor too low, but 
about right. If ‘‘contingent commissions’”’ 
(by which T mean, of course, mixed flat, 
and contingent commissions) are to be the 
rule, then I think that the present flat 
commission of 15 per cent. should be re- 
duced by at least one-third and a contin- 
gent commission established in conjunc- 
tion with it of not less than 15 per cent. 

In short, I am a strong believer in the 
Io per cent. flat and 15 per cent. contingent 
plan of commission as a solution of many 
of the problems that now confront both 
companies and agents. 

4. I do not believe in graded commis- 
sions at all, because I think that the prin- 
ciple is unsound. Hazards should be dealt 
with in rates, not in commissions. 

5. I think I give expression in the above 
to the general opinion of the agents in 
Texas. During the campaign of the Local 
Underwriters’ Association of Texas for con- 
tingent commissions last fall, eighty-five 
agents all over the state went on record in 
favor of the contingent principle; eighty- 
one of these for the 10 per cent. flat and 
I5 per cent. contingent plan. Only nine 
agents in the whole State disapproved the 
contingent idea. Only two of these gave 
any reason for their opposition. Others 
may have opposed contingent commissions, 
but if so, did not take the trouble to let us 
know it. ' 

Wo. L. STILES. 


Objection to the Contingent. 


ATLANTA, GA., April 18, 1900. 
1. I favor a uniform commission for all 
companies, as a matter of equity. The 
class of business obtainable by the majority 
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of agency companies is of about the same 
classification. If a company chooses to 
restrict or select its business, it should be 
satisfied with a larger profit on a smaller 
volume. To my mind it is unfair to the 
companies writing all classes of risks, to 
have competitors take the cream, employ- 
ing agents for this purpose who are obtain- 
able only by reason of an increased com- 
mission. 

2. I favor a flat commission with a qual- 
ification I shall add later. My objections 
to graded commissions are: That 
more labor is entailed on both agents and 
companies in keeping accounts. (.) That 
rates should beso adjusted that at least no 
acknowledgment should be made that one 
class is more profitable than another. (c.) 
That if rates are not so made it would be 
difficult to properly classify business for 
differing commissions. (/.) The amount 
of compensation is misleading as stated in 
graded percent. The premiums on busi- 
ness at the higher rate of pay would be 
small while the impression on the mind 
would be that of average. 


(a.) 


The objectionsto contingent commissions 
are far greater than to the graded plan. 
If generally adopted, I believe both agents 
and companies would be dissatisfied. Let 
us consider the case of an average agent. 
Say his premium income is $15,000 per 
year, and his contract is 10 per cent. flat 
and 15 percent. contingent. If the losses 
of his agency are normal he may expect 
about 17 per cent. on his business. It rarely 
occurs, however, that an average in losses 
will be obtained on so small an amount of 
business. So if in any one year his contin- 
gent is worthless to him he will have, after 
deducting expenses, about $750 for his work. 
This is not an extreme statement. In a 
former partnership where our premiums 
amounted to $40,000 a year, almost every 
year the losses were either extreme or in- 
significant. Not only this, but with six 
companies the experience of any one of 
them was about the same as of the whole 
agency. 

To view the question from the companies’ 
standpoint, I believe it offers no advantage 
tothem. For instance, if the leading com- 
pany in an agency loses heavily the first 
of the year, it will almost certainly have 
Again, taking 
the companies as a whole, they will have 


business diverted from it. 


the same risks to care for. For if agents 
should not hunt business of undesirable 
classes it will seek them. The experience 
of companies doing business on the con- 
tingent plan is misleading, and the results 
obtained are only made possible by their 
methods being exceptional and not the 
general practice. 

3- I believe commissions are too low. 
The number of agencies increases as 
rapidly as the natural growth of business, 
while rates go steadily down. Ten years 
ago the premium income of Atlanta was 
about $350,000 with twenty agencies ; now 
it is $400,000 with forty agents. 

4. I find it difficult to decide this point. 
Should commissions be largely increased 
many others might be induced to enter the 
business. Then the temptation of rebating 
would be increased. Onthe whole, how- 
ever, I believe a flat commission of 20 per 
cent. to be fair and unlikely to bring about, 
to any great extent, the conditions sug- 
gested above. 

5. As indicated in the beginning, this 
matter has not been generally discussed by 
agents here, hence I cannot speak for 
others. I am of the opinion, however, 
that a higher flat commission is favored. 

As an exception to my general views, I 
have long held the opinion that in cities 
Over 75,000 or: 100,000 population, com- 
panies should be allowed to employ agents 
on salary. I believe that better results to 
both company and agent would be obtained. 
The agent would certainly feel his respon- 
sibility to be greater and exercise more 
care in accepting business. 

FRED. W. COLE. 


The Other Side. 


CHARLESTOWN, S. C., April 19, 1900. 

1. Yes, because if an agent represents 
several companies there is no active tempta- 
tion to show partiality, other things being 
equal. Ordinarily an agent has his favor- 
ites just as parents have among their chil- 
dren, but the well-meaning, high-toned. 
educated agent is pretty sure to act with 
even-handed justice with or without the 
temptation alluded to. As a practical 
question, however, the argument seems to 
preponderate in favor of a uniform com- 
mission for all companies. 

2. I have long been favorable to the 
plan of profit sharing between employer 
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cand employee. It seems to me the most 
logical and practical way to improve the 
service of all classes of workers, to sharpen 
their wits, strengthen their muscles, buoy 
up their spirits and encourage and sustain 
in them self-respect and loyalty. For com- 
pensating fire insurance agents I am at- 
tracted by two plans. One is the contingent 
-coupled with a flat commission or a salary. 


The only argument I have ever heard 
against the contingent plan was based 
upon the distrust of the agent. It is urged 
that should he find early in the year (or at 
any time of the year) losses had destroyed 
his hope of getting any contingent, he 
would give all his new business to the 
companies in his agency that were still 
ahead. The objection is probably valid, 
‘but is it not as fair for one company as 
another? Will not the promise of profit 
for all companies be infinitely brighter 
than it is where the flat commission rules? 
The summum bonum far outweighs the 
objection, and that is a plan of profit shar- 
ing between company and agent. 

The flat commission has had a long trial 
and it is most surprising that the com- 
panies should cling to it with so great 
tenacity in view of the defects which are 
inherent. Every single argument in favor 
of a contingent or a salary is an argument 
against the flat commission. It tends to 
carelessness and indifference on the part 
of the agent and takes from him every in- 
centive to discriminate in favor of his 
company. It tends thereby to increase 
losses. It multiplies the number of green, 
inexperienced agents and brings the whole 
business down to a level which it cannot 
afford to occupy, making it the easy prey 
of the demagogue all over the country. 
The flat commission is an anachronism. 

3. It depends upon the character, expe- 
rience and general equipment of the agent. 
It is absurd on its face that a brand new 
agent, naked of all qualifications, without 
experience or knowledge of the kinder- 
garten principles of insurance, should be 
paid as high a salary or commission as the 
post graduate. Hence commissions are 
certainly too high in the one case but not 
in the other. In view of the many kinds 
of agents, good, bad and indifferent, a uni- 
form standard of 15 per cent. is irrational 
and obviously wrong, and it is too small to 
pay an agent of the best class. 


4. As an agent whose business life has 
been so far employed in the service of fire 
insurance companies and who has uni- 
formly made money for them, I am natur- 
ally not averse to an increase, but my 
remarks under question 3 are equally appro- 
priate here. An agent’s record is entitled © 
to consideration, and some agents ought to 
be cut while others deserve an increase. 

In this connection I will say by way of 
parenthesis that one of my companies has 
made a clean $10,000 annually forthe past 
32 years. An expost facto contingent on 
this? Ah! 

5. I have not talked to any great extent 
with my fellow-agents on the subjects of 
this paper, but I have frequently heard ex- 
pressions which seem to favor the con- 
tingent plan. 

Jno. B. REEVES. 


Another Advocate of Contingents. 


HARRISONBURG, VA., April 26, 1goo. 
1. I am opposed toa uniform commis- 
sion. This is impractical so long as certain 
companies restrict acceptances to what are 
undoubtedly preferred classes under pres- 
ent tariffs. 


2. My preference is undoubtedly for 
a graded or contingent commission, and 
while in my case contingent commissions 
would be desired as between the two forms 
of compensation by reason of the uniformly 
profitable character of the business con- 
trolled, yet my theoretical view is in favor 
of the graded plan. 


3- My opinion is that commissions are 
certainly low enough from an agent’s stand- 
point, although I doubt the wisdom of such 
an increase as would multiply agents and 
provoke a condition of rebating so preva- 
lent in the field of life underwriting. It is 
also true that under present conditions 
companies could hardly afford an increase 
of compensation to agents. Large commis- 
sions to city agents in comparison to small 
commissions in outlying districts cannot 
reasonably be defended except from a 
stand point of excessive competition in the 
former places. 

4. I favor the contingent commission 
plan adopted by the Continental. 

5. I rather think the agency force of 
this state approves my answer to question 4. 

W. L. DECKERT. 
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Flat Commissions Favored. 


BIRMINGHAM, ALA., April 21, 1900. 


1. To this question I answer yes, for the 
reason that it would put all companies and 
all agencies on an equal footing as to busi- 
ness, and often prevent an unfair distribu- 
tion of the business of an agency by doing 
away with the inducement offered by con- 
tingent companies to unsuspecting agents 
to commit a wrong. 


2. I believe a flat commission of 15 per 
cent. and a more careful selection of agents 
will do more to harmonize the business and 
check the fire waste than any other agency 
that can be employed; indeed, it is my 
opinion the true solution of many of the 
troubles now in the business. One of the 
growing evils in the business is the Man- 
ager who lets the broker handle both him 
and his business, and fails to know when 
he has enough or where to draw the line on 
irresponsible men applying for agencies. 


3. Answering this question, permit me to 
say it seems to me that a lower rate of com- 
mission (for the South, to say the least of 
it,) would not be a proper compensation 
for well selected business; while a higher 
commission would be an inducement to 
multiply agencies and encourage rebates; 
while many agents, for the commission in 
it, would speculate at the company’s ex- 
pense, and the broker (the great disturbing 
element in the field) representing no com- 
pany, running without a schedule, and no 
responsibility to any one, would never find 
a risk so bad, or the owner so destitute of 
moral hazard, that he would not offer it to 
the company as desirable business. 

4. Answering this query from my stand- 
point, I would say I do not favor an increase 
or decrease in agency commissions; the 
present rate, it seems to me, should be 
ample compensation for the agent hand- 
ling the business, while a higher rate might 
be an inducement to the agent to write 
business that would endanger the interest 
of the companies. 

JoHN G. SMITH. 


Insurance Economics. 


Craded and Contingents Impracticable. 


DUNHAM, N. C., April 23, Igoo. 

I. We do favor a uniform commission 
from all companies, for the reason that 
unless the same is uniform there will be 
a constant antagonism and dissatisfaction 
between companies. 

2. We favor a flat commission, simply 
because graded or contingent commissions 
are unknown quantities. Sometimes agents 
may lose more and seldom gain. 

3. Selfishness would dictate that com- 
missions are too low, but we think they are 
as high as the companies can afford. The 
companies who pay more than 15 per cent., 
with the ruinous losses now obtaining, will 
be left on the lee shore. 

4. Weare neutral upon this point, and, 
as stated under number two, we think 
commissions should be made to stand as 
they are. 

5. We cannot say about this, but in con- 
versation with some of the agents they 


concur with us. 
J. SouTHGATE & Son. 


Wants Uniform, Craded, and Contingent 
Commissions. 
ATLANTA, GA., April 24, 1900. 

1. I favor uniform commissions to avoid 
the partiality of agents to companies pay- 
ing higher commissions, the injustice to 
other companies and friction resulting. 

2. I favor graded commissions so that 
agents interested may not be one-sided 
only. There is too great encouragement 
to premium gathering and too little induce- 
ment to conservative underwriting. Algen- 
eral tendency of the companies’ attitude 
toward agents is to reduce them to a level 
with brokers and finally do away with 
them. 

3 & 4. Commissions should not be 
changed except by contingent interest in 
profits. 

5. Ido not know how other agents here 
think on these questions. Those incubated 
by the multiple agency process would prob- 
ably favor higher flat commissions, as much 


as they can get. 
W. P. PATTILLO. 
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We are pleased to announce to those readers of INSURANCE ECO 
NOMICS engaged in the business of Fire Insurance, that the following men, 
prominently identified with that branch of underwriting, as agents, managers, and 


company officials, will, during the current yeat, contribute signed articles to this 
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HERBERT FOLCER, Manager, Phornix Insurance Co., San Francisco. 

H. C. EDDY. Manager, Commercial Union Assurance Co., Chicago. 

FRANK LOCK, Manager, Atlas Assurance Co., New York. 

C. H. WOODWORTH, President, National Association of Local Fire Ins. Agents 
CEO. D. MARKHAM. Vice-President, National Association of Local Fire Ins. Agents 
R. S. CRITCHELL, Chicago, IIl. 

F. H. WACNER, Minneapolis, Minn. 

JOHN C. NORTH, New Haven, Conn. 

MYER COHEN, Washington, D. C. 
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LIFE INSURANCE 


Arrangements are being completed for similar contributions from life 


underwriters of prominence, due announcement of which will be made in_ the 
June number. Mr. William A. Fricke, of New York, formerly Insurance 
Commissioner of Wisconsin, will contribute 1 striking article upon rebating to 


the June number. 
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